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THE  TAXATION  OF  PROPERTY  AND 
INCOME  IN  MASSACHUSETTS 

SUMMARY 

I.  Taxation  in  MaasachuflettB  in  the  seventeenth  and  eighteenth 
eenturiee,  L— II.  The  period,  1800-1850,5.— lU.  The  critical  period, 
1850-1874,  7.  —  IV.  Gradual  disintegration  of  the  general  property 
tax,  19.  —  V.  Attempts  at  stricter  enforcement,  1908-1916,  lead  finally 
to  diange  of  the  system,  32.  —  VI.  An  income  tax  proposed:  con- 
stitutional amendment  of  1915,  46.  —  VII.  The  income  tax  act  of 
1916,  50. 


In  principle  the  general  property  tax  was  established 
in  Massachusetts  by  the  well-known  law  of  1634  which 
provided  that  in  all  ''  rates  and  public  charges  "  the 
towns  should  tax  everyone  according  to  his  estate  and 
with  reference  to  ''  all  other  his  abilities  whatsoever/' 
The  first  detailed  tax  law,  enacted  in  1646,  established  a 
system  of  taxation  upon  ''  visible  estate  "  real  and 
personal,  supplemented  by  a  tax  upon  incomes  of 
laborers,  artificers  and  others,  which  in  time  developed 
into  a  tax  upon  incomes  not  derived  from  property. 
With  these  levies  upon  estates  and  incomes  went  the 
poll  tax  which  had  existed  in  the  colony  from  the  very 
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begiiming.  The  act  of  1646,  therefore,  definitely  estab- 
lished a  system  of  direct  taxation  upon  property, 
income,  and  polls,  which  continued  in  operation  without 
fundamental  changes  until  1862,  and  for  the  most  part 
lasted  xmtil  the  twentieth  century. 

The  operation  of  this  tax  system  in  the  seventeenth 
century  has  been  exhaustively  studied  by  Professor 
Day,*  who  finds  that  it  was  customary  to  levy  upon 
polls  from  35  to  40  per  cent  of  the  direct  taxes  imposed 
for  colonial  and  local  purposes.  In  some  communities 
the  proportion  was  frequently  greater  than  this,  some- 
times rising  to  50  and  even  60  per  cent  of  the  tax  levy. 
Property,  therefore,  paid  but  60  or  65  per  cent  of  the 
direct  taxes,  and  so^ietimes  contributed  50  per  cent  or 
less. 

Until  the  very  end  of  the  century  the  property  tax  was 
confined  to  visible  estates,  which  term,  however,  prob- 
ably included  money.  In  practice  this  meant  that  land, 
buildings,  and  live  stock  accounted  for  nearly  the  whole 
of  the  assessments.  Since  land  values  were  low  and 
there  were  few  expensive  buildings  in  the  colony,  the 
proportion  of  the  taxes  falling  upon  live  stock  was  very 
heavy.  Professor  Day  finds  that  such  property  often 
accounted  for  one-half,  two-thirds,  and  even  three- 
fourths  of  the  whole  assessment  placed  upon  estates, 
with  the  result  that  personalty  frequently  paid  a  larger 
proportion  of  the  taxes  than  did  realty.  It  may  be 
estimated  roughtly  that  of  every  £100  of  direct  taxes 
levied  in  a  representative  Massachusetts  town  in  the 
seventeenth  centiuy,  some  £35  to  £40  was  levied 
upon  polls,  and  that  the  remaining  £60  to  £65  was 
contributed  by  real  estate  and  live  stock  in  propor- 
tions which  varied  but  may  not  have  been  very  un- 

1  E.  E.  Day,  Hktorj  of  the  GeDeral  Property  Tas  in  MaaHMhueette.  1630-1888. 
(Unswbliahed  theaia,  in  Harvard  UniTeraity  library.) 
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equal.^  Personal  property  other  than  Uve  stock  consti- 
tuted m  most  towns  an  unimportant  part  of  the  assess- 
ment,  and  incomes  usually  were  a  negligible  factor. 

The  eighteenth  century  brought  new  conditions  which 
gradually  wrought  material  changes  in  the  practical 
operation  of  the  tax  system.  The  proportion  of  direct 
taxation  falling  upon  polls  shghtly  decreased^  since  it 
became  the  general  rule  to  levy  one-third  of  the  direct 
taxes  upon  polls  and  two-thirds  upon  property.  Pecu- 
liar conditions  sometimes  made  the  poll  taxes  consider- 
ably higher  or  a  little  lower  than  this  figure,  but  in  the 
average  town  conditions  probably  conformed  pretty 
closely  to  the  intention  of  the  law. 

The  great  change,  however,  was  the  advance  of  real 
estate  to  a  commanding  position  upon  the  tax  rolls. 
The  frontier  of  settlement  had  been  pushed  forward 
into  the  Connecticut  valley,  and  eastern  Massachusetts 
was  becoming  a  fairly  populous  and  prosperous  com- 
munity. Land  values  were  rising,  and  houses  better 
than  American  architects  ordinarily  produced  in  the 
nineteenth  century  were  becoming  common.  As  a 
result,  the  assessed  value  of  real  estate  steadily  rose, 
and  personal  property  became  of  much  less  relative 
importance.  In  1792,  the  assessment  placed  upon 
realty  was  £713,600,  that  upon  personalty  was  £144,- 
400,  while  property  "  doomed  "  by  the  assessors,  which 
was  largely  personalty,  was  assessed  at  £81,100.  If 
we  assume  all  the  "  doomed  "  property  to  be  personalty, 
we  may  compute  that  personal  property  accounted  for 
24  per  cent  of  the  total  assessment  and  real  estate  for 
76  per  cent.*  Since  one-third  of  the  direct  taxes  was 
levied  upon  polls,  we  may  compute  that  of  every  £100 

s  In  Bofton,  for  instanoe,  Day  fink  th»t  in  1076  real  eitote  Moonntod  for  62  per 
«Bi  of  the  toUl  iMfwiiiiiiit  of  propvty,  while  in  1687  penonBlty  Mwounted  for  63 


^  See  Woleott's  Report  on  Direet  Tuee.    State  Pi«Mn,  Finance,  vol.  i,  p.  461. 
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of  taxes  levied  in  a  Massachusetts  town,  £33)  fell  upon 
polls,  £501  fell  upon  real  estate,  and  £16  fell  upon 
personalty,  including  income  which  was  almost  every- 
where a  negligible  factor. 

Wolcott's  Report  enables  us  to  divide  the  £144,400  of 
property  recorded  as  personalty  into  its  component 
parts.  Of  this  sum  £66,300  represented  live  stock, 
£42,600  represented  other  tangible  personalty,  and 
£35,500  intangibles.  What  the  £81,100  of  "  doomed  " 
personalty  consisted  of,  we  can  only  conjecture;  but  we 
may  believe  that  it  was  composed  chiefly  of  merchants' 
stocks,  money  at  interest  and  other  intangibles,  and  per- 
haps incomes.  In  considering  these  figures  it  should  be 
remembered  that  at  this  time  property  was  placed  upon 
the  assessment  roll  at  6  per  cent  of  its  true  value,  with 
the  exception  of  unimproved  real  estate,  which  was 
assessed  at  2  per  cent. 

Money  was,  doubtless,  included  in  the  visible  estates, 
for  which  inhabitants  of  Massachusetts  were  taxable  in 
the  seventeenth  century.  At  the  very  end  of  that  period 
money  at  interest  is  mentioned  by  tiie  annual  tax  acts, 
and  during  the  eighteenth  century  intangible  property 
became  subject  to  taxation.  When  corporations 
developed,  their  shares  were  taxable,  like  other  per- 
sonalty; but,  as  a  gentle  reminder  to  local  assessors,  the 
tax  act  for  1793  specifically  mentioned  bank  stock. 
During  the  next  decade  shares  of  bridge  or  turnpike 
companies  and  other  moneyed  corporations  received 
similar  mention.  The  commercial  development  of  the 
state  was  greatly  increasing  the  amount  and  the  import- 
ance of  this  class  of  property,  and  the  growth  of  a  con- 
siderable body  of  public  seciuities  at  the  same  period 
tended  to  the  same  result.  In  1790,  Massachusetts  had 
merchant  princes  whose  fortunes  were  counted  by  the 
hundred  thousands,  and  in  some  cases  approached  the 


Digitized  by  VjOOQIC 


TAXATION  IN  MASSACHUSETTS  5 

figure  of  $1,000,000.  The  money  made  in  commerce 
soon  overflowed  into  banking  and  manufacturing,  and 
into  bridge,  turnpike,  and  canal  companies,  with  the 
result  that  the  amount  of  intangible  personal  property 
rapidly  increased.^ 

II 

From  1800  to  1850  the  financial  problems  confront- 
ing Massachusetts  were  few  and  comparatively  simple. 
When  the  Federal  govenunent  in  1790  assumed  the 
greater  part  of  the  state  debt,  the  burden  of  state  taxa- 
tion was  reduced  to  an  almost  nominal  figure.'  By  1850 
conditions  had  somewhat  changed,  but  the  pressure  of 
taxation  was  still  comparatively  light.  In  Boston  the 
tax  rate  for  that  year  was  $6.80,  and  this  figure  was 
probably  not  far  from  the  average  for  the  state  at  large. 
In  interpreting  these  figures  it  is  necessary  to  consider 
the  further  fact  that  real  estate  assessments  were 
undoubtedly  at  a  lower  percentage  of  the  true  value 
than  they  are  at  the  present  day.  While  the  matter  has 
not  been  fully  investigated,  such  evidence  as  we  have 
indicates  that  in  the  average  city  or  town  prior  to  1860 
realty  was  probably  not  assessed  at  more  than  50  per 
cent  of  its  true  value. 

Under  such  conditions  an  easy-going  administration 
of  the  tax  laws  sufi&ced  to  place  a  substantial  amount  of 
personal  property  upon  the  assessment  rolls.  In  Boston 
in  1794  over  57  per  cent  of  the  assessment  appears  to 

1  This  period  is  being  ezhaustively  studied  by  Dr.  H.  H.  Burbank,  and  will  be 
treated  in  his  book  dealing  with  the  history  of  the  general  property  tax  in  Massachusetts 
sinoel775. 

*  I  have  treated  this  subject  in  my  monograph  upon  The  Hxkances  and  Financial 
Policy  of  Massachusetts,  ehs.  2-4.  The  local  governments  were  as  yet  undertaking  few 
new  functions  so  that  their  expenses  were  comparatively  light.  The  result  was  that 
the  preseure  of  taxation  was  light  and  the  general  property  tax  met  fairly  well  the 
requirements  of  the  period.  In  Boston  the  tax  levy  of  1820  amounted  to  no  more  than 
$3.00  per  capita,  and  the  tax  rate  was  but  S3.60.  In  1840,  after  Boston  had  been  a  city 
for  sixteen  years  and  had  greatly  increased  her  expenditures,  the  tax  levy  was  but 
90.90  per  capita  and  the  tax  rate  $5.fi0. 
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have  consisted  of  personal  property.  In  1810  the  pro- 
IX)rtion  of  personalty  was  over  45  per  cent,  in  1822  it  was 
over  44  per  cent,  and  as  late  as  1860  it  was  nearly  41  per 
cent.  The  per  capita  assessment  of  personal  property 
in  Boston  was  approximately  $540  in  1804,  and  $635  in 
1860.  For  the  state  at  large  no  figures  are  yet  available 
between  the  years  1792,  when  we  have  Wolrott's  Re- 
port, and  1850,  when  we  have  the  figures  of  the  United 
States  Census.  In  the  former  year,  as  we  have  seen, 
if  the  property ''  doomed  "  by  the  assessors  is  counted  as 
personal,  24  per  cent  of  the  total  assessment  consisted  of 
personalty.  In  1850  the  Census  figures  showed  a  total 
assessment  of  $551,000,000  of  which  nearly  $202,- 
000,000  was  personal  property,  the  percentage  of 
personalty  being  36.6.  It  appears,  therefore,  that 
between  1702  and  1850,  at  the  time  when  intangible 
property  first  became  an  important  factor  in  Massachu- 
setts, the  proportion  which  personal  property  bore  to 
the  total  assessment  rose  from  24  to  36.6  per  cent. 

What  proportion  of  the  increased  assessment  of 
personalty  consisted  of  intangibles  and  what  proportion 
consisted  of  merchants'  stocks,  machinery,  live  stock, 
and  the  very  important  item  of  ships  and  vessels,  has  not 
yet  been  ascertained.  It  may  be  that  intangible  prop- 
erty accounted  for  only  a  small  part  of  the  increase; 
but  so  far  as  our  present  knowledge  goes,  we  can  say 
that  there  is  no  evidence  that  it  was  the  growth  of 
intangible  property  in  Massachusetts  which  broke  down 
the  general  property  tax.  Upon  the  contrary,  during 
the  period  when  intangibles  became  an  important  factor 
in  the  situation,  the  assessment  of  personal  property 
showed  both  an  absolute  and  relative  increase.  With 
low  tax  rates  the  assessors  succeeded  in  reaching  a  suffi- 
cient amount  of  personal  property  to  account  for  40  per 
cent  of  the  total  assessments  during  the  period. 


Digitized  by  VjOOQIC 


TAXATION  IN  MASSACHUSETTS  7 

An  important  change  in  the  distribution  of  the  whole 
tax  burden  occurred  in  1814  when  the  proportion  of 
direct  taxes  assessed  upon  polls  was  reduced  to  one- 
sixth  of  the  total  levies.  In  1850  we  may  estimate  ^ 
that  of  every  $100  of  local  taxation,  $16.67  was  levied 
upon  polls,  $52.80  was  levied  upon  real  estate,  and 
$30.50  was  levied  upon  personal  property  and  income, 
the  latter  still  being  a  negligible  factor.  If  these  figures 
are  compared  with  those  computed  for  1792,  it  will  be 
seen  that  the  proportion  which  real  estate  formed  of  the 
total  assessment  had  slightly  increased,  and  that  the 
decrease  in  the  levy  upon  polls  was  made  up  chiefly  by 
the  increase  in  the  assessment  of  personal  property. 


Ill 

The  twenty-four  years  following  1850  were  the  critical 
period  in  the  history  of  the  general  property  tax  in 
Massachusetts.  The  tax  had  met  fairly  well  the  require- 
ments of  the  first  half  of  the  nineteenth  century,  but 
proved  wholly  inadequate  for  subsequent  needs.  All  the 
evidence  justifies  the  conclusion  that  it  was  the  increase 
of  public  expenditures  which  caused  the  breakdown. 

The  growth  of  cities,  the  emergence  of  new  public 
needs,  the  unusual  demands  of  the  civil  war,  and  the 
period  of  public  and  private  extravagance  which  con- 
tinued until  the  panic  of  1873,  combined  to  produce  an 
unprecedented  increase  in  expenditures.  The  outlay  of 
the  state  government  was  $566,100  in  1850,  while  in 
1860  it  had  increased  to  $1,193,000,  and  in  1868  had 
risen  to  $5,159,000.  Thereafter  it  decreased  to  some 
extent,  but  at  the  end  of  a  period  of  severe  retrench- 

>  U  the  Unk  tax.  whi«fa  yidded  the  state  $854,700  in  1860,  wece  added  to  the  local 
tana,  the  proportkOD  of  penooal  property  in  the  total  would  be  inereaaed  by  perbapa 
riz  or  aeven  doOaia.  But  aa  we  haTB  no  data  oonoerning  the  taana  raised  for  looal  pur- 
posea,  BO  aoourate  caleulation  ean  be  made  on  thia  point. 
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ment  stood  at  $3^907,000  in  1880.  Local  expenditures 
followed  the  same  general  course.  For  1850  no  data  are 
available,  but  we  know  that  in  1861  the  taxes  levied 
upon  property  in  Massachusetts  amounted  to  $7,145,- 
000,  and  that  by  1874  they  had  risen  to  $27,830,000. 
The  total  taxes  of  all  descriptions  levied  in  the  Common- 
wealth amounted  to  $8,284,000  in  the  former  year  and 
to  $33,674,000  in  the  latter;  while  the  per  capita  tax 
burden  had  risen  from  $6.69  to  $20.87.i  To  make  the 
situation  worse,  both  state  and  local  debts  had  shown  a 
portentous  increase,  so  that  interest  and  sinking  fund 
charges  were  certain  to  complicate  the  financial  problem 
of  the  future. 

The  only  possible  result  was  a  sharp  increase  of  tax 
rates.  In  Boston  the  rate  advanced  from  $6.80  per 
$1000  in  1850  to  $9.30  in  1860  and  to  $15.60  in  1874. 
In  the  entire  state  the  average  tax  rate,  which  was 
$8.29  m  1861,  was  $15.18  in  1874.  The  strain  of  such 
high  rates  was  greater  than  the  existing  system  could 
possibly  endure,  and  therefore  taxation  immediately 
became  a  ''  problem  "  in  Massachusetts. 

One  of  the  first  readjustments  required  in  the  tax  laws 
was  a  reduction  of  the  poll  tax.  Since  1829  the  law  had 
provided  that  one-sixth  of  the  state  tax  should  be 
assessed  upon  polls,  and  that  the  same  proportion  should 
be  followed  in  local  taxes,  provided,  however,  that  the 
total  poll  tax  levy  for  city,  town,  and  county  purposes 
should  not  exceed  $1.50.  If  one-sixth  of  the  heavy 
taxes  levied  for  state  purposes  during  the  civil  war  had 
been  levied  upon  polls,  and  the  assessments  for  local 
purposes  had  approximated  $1.50,  the  aggregate  poll 
taxes  would  have  risen  to  high  figures.  Therefore  in 
1862  it  was  enacted  that  the  aggregate  poll  tax  for  all 

>  These  figuree  may  be  found  in  The  FinanoeB  and  Financial  Policy  of  Maaaaohuaetts, 
pp.  46.  63,  and  135. 
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purposes;  state  and  local,  should  not  exceed  $2,  with  a 
possible  exception  in  the  case  of  highway  taxes  sepa- 
rately assessed.  Even  under  this  law  the  poll  tax, 
which  in  1861  had  averaged  $1.62,  increased  to  $2.50 
and  $3.00  in  many  towns  in  1864  and  1865;  while  such 
a  rate  as  $4.25  was  reported  in  one  instance.  For  the 
entire  state  the  average  poll  tax  in  1865  was  $2.11. 
With  the  tax  limited  in  this  manner,  increases  in  local 
taxation  thereafter  fell  wholly  upon  property;  and  the 
poll  tax  became  a  factor  of  decreasing  importance. 

The  principal  change  that  occurred  during  this  period 
was  the  introduction  of  an  extensive  system  of  corpora- 
tion taxes.  In  1812,  Massachusetts  had  imposed  a  tax 
of  one  per  cent  upon  the  capital  stock  of  state  banks, 
and  twenty  years  later  had  levied  a  retaliatory  tax  upon 
the  agents  of  foreign  insurance  companies  chartered  in 
states  that  taxed  the  agents  of  Massachusetts  com- 
panies. The  bank  tax  soon  jdelded  a  handsome  revenue, 
and  was  the  mainstay  of  the  state's  finances  during  the 
civil  war.  It  seems  to  have  been  looked  upon  as  a  tax 
upon  the  privilege  of  issuing  notes,  since  the  shares  of 
the  banks  remained  taxable  in  the  hands  of  the  stock- 
holders. The  insurance  taxes  never  produced  enough 
revenue  to  make  them  of  financial  significance.  Up  to 
1862  Massachusetts  had  made  no  fundamental  depart- 
ure from  the  general  property  tax;  and,  except  for 
comparatively  unimportant  exemptions,  all  property 
was  subject  to  local  taxation. 

But  in  the  year  just  mentioned  a  law  was  enacted 
which  exempted  from  taxation  deposits  in  savings 
banks,  and  then  imposed  upon  the  banks  themselves  an 
excise  tax  of  one-half  of  one  per  cent.  Altho  this  rate 
was  subsequently  increased,  then  reduced,  then  in- 
creased, and  finally  restored  to  the  original  figure,  it  was 
always  less  than  the  average  rate  imposed  upon  other 
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property  in  Massachusetts;  and  as  local  tax  rates 
increased,  it  finally  fell  to  less  than  one-third  of  the 
average  rate  of  taxation.  It  therefore  established  a 
separate  classification  for  savings  bank  deposits,  justified 
no  doubt  upon  the  theory  that  such  property  was 
entitled  to  special  consideration,  but  marking  none  the 
less  a  deliberate  departure  from  the  principle  of  the 
general  property  tax.  It  also  raised  interesting  and 
important  constitutional  questions. 

The  earliest  tax  laws  of  the  colony  of  Massachusetts 
had  been  based  upon  the  English  system  of  local  taxa- 
tion. That  system  had  been  based  upon  the  principle  of 
equal,  proportionable,  and  ratable  taxation  according 
to  the  abUities  of  the  citizens,  but  had  not  always  em- 
ployed the  same  measure  of  abUity.^  The  earliest 
Massachusetts  tax  laws  provided  in  almost  identical 
language  for  equal  and  proportionable  rating  of  the 
inhabitants  of  Massachusetts,  and  selected  visible 
estates  as  the  measure  of  the  citizens'  contributions. 
It,  therefore,  naturally  happened  that  the  province 
charter  of  1691  contained  a  provision  authorizing  the 
general  court  to  levy  "  proportionable  and  reasonable 
assessments,  rates,  and  taxes."  What  the  word  "  pro- 
portionable "  meant  to  the  person  who  inserted  it  in  the 
charter,  we  do  not  know;  but  we  do  know  that  the  word 
was  never  so  construed  as  to  prevent  the  province  from 
classifying  property  for  taxation.  On  the  contrary,  the 
provincial  tax  laws  repeatedly  classified  property  and 
continued  to  do  so  down  to  the  time  of  the  revolution. 
Real  estate  was  usually  required  to  be  assessed  at  six 
times  the  annual  income.  Live  stock  was  assessed  at 
arbitrary  valuations  fixed  by  law,  and  other  personal 

I  Cannan't  History  of  Local  Rates  in  Enfiand  vn»  BuiBoieDt  evidenee  oon- 
oenmig  the  ■ouroei  upon  which  the  authon  of  the  earliest  Maaeaehusetts  lawa 
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property  practically  according  to  the  judgment  and 
discretion  of  the  assessors. 

The  constitution  adopted  by  Massachusetts  in  1780 
took  over  from  the  provincial  charter  the  provision  that 
the  general  court  should  have  the  power  to  levy  "  pro- 
portional and  reasonable  assessments,  rates  and  taxes/' 
If  it  had  stopped  there,  it  might  never  have  been  so 
construed  as  to  prevent  classification  of  the  objects  of 
taxation,  because  the  colony  and  province  had  always 
levied  excise  and  import  duties,  and  the  state  con- 
tinued to  do  so.  It  would  probably  have  been  evident 
to  any  court  that  the  f ramers  of  the  constitution  had  not 
intended  to  invalidate  the  existing  system  of  excise 
and  customs  taxes,  and  it  is  therefore  luilikely  that  the 
constitutional  requirement  that  taxes  shall  be  '^pro- 
portional ''  would  have  been  construed  so  strictly  as  to 
make  excise  and  customs  duties  unconstitutional.  But 
after  conferring  upon  the  general  court  the  same  taxing 
power  that  the  province  of  Massachusetts  had  always 
exercised,  the  framers  of  the  constitution  inserted  an 
additional  provision  authorizing  the  levy  of  ''  reason- 
able duties  and  excises.^'  This  action  may  have  been 
due  to  a  fear  or  belief  that,  without  specific  authoriza- 
tion of  duties  and  excises,  the  general  court  might  be 
unable  to  levy  such  imposts.  But  this  caution  was 
probably  unnecessary.  The  taxation  system  of  Massa- 
chusetts had  never  been  proportional  in  any  mathe- 
matical sense,  and  it  had  always  included  excise  and 
customs  duties,  to  which  it  would  have  been  practically 
impossible  to  apply  any  requirement  of  proportionality. 
The  excise  clause,  therefore,  was  probably  unnecessary, 
and  could  have  no  other  effect  than  to  obUge  the  courts 
to  find  a  reason  for  the  inclusion  of  the  word  ''  propor- 
tional '^  in  the  clause  relating  to  direct  taxes  and  for  its 
exclusion  from  the  clause  relating  to  duties  and  excises. 
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Whatever  the  f  ramers  may  have  intended^  the  second 
tax  act  ^  enacted  after  the  adoption  of  the  constitution, 
provided  that  all  property  except  unimproved  lands 
should  be  assessed  at  6  per  cent  of  its  real  value,  and 
that  such  lands  should  be  assessed  at  2  per  cent.  This 
was  obviously  a  classification  of  property,  and  it  con- 
tinued to  be  the  law  of  the  Commonwealth  until  its 
repeal  in  1828  without  any  question  being  raised  con- 
cerning its  constitutionality.  Another  law  of  1781* 
levied  a  duty  upon  coaches,  chariots,  and  carriages,  and 
required  the  inhabitants  of  the  Commonwealth  under 
oath  to  make  returns  of  such  property  to  the  local 
assessors.  This  was  in  everything  except  name  a 
direct  tax  upon  property,  and  could  not  have  been 
upheld  as  an  excise  or  duty  except  under  such  a  broad 
construction  of  those  terms  as  to  render  meaningless  the 
distinction  between  the  taxing  power  and  the  excise 
power.    It  also  passed  without  question. 

The  meaning  of  the  word  "  proportional "  was  con- 
sidered by  the  Supreme  Court  for  the  first  time  in  the 
case  of  Portland  Bank  v.  Apthorp  (12  Mass.  252), 
which  involved  the  constitutionahty  of  the  tax  levied 
upon  state  banks  in  1812.  The  court  upheld  this  tax  as 
an  excise,  but  took  occasion  to  say  that  it  could  not  be 
sustained  as  a  tax  because  it  was  not  proportional. 
Altho  this  was  a  mere  dictum,  it  inevitably  carried  great 
weight  fifty  years  later  when  the  next  case  arose;  and 
yet  if  the  dictum  of  the  court  was  correct,  it  followed  that 
the  province  of  Massachusetts  had  never  had  anything 
remotely  resembling  a  proportional  system  of  taxation, 
and  that  the  legislature  of  the  state  only  a  year  after 
the  adoption  of  the  constitution  had  established  an 
unconstitutional  classification  of  real  estate  which  was 
still  in  force,  and  under  the  guise  of  an  excise  had  levied 

»  Ch.  16  <rf  1781.  «  Ch.  17  of  1781. 
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an  unconstitutional  tax  upon  certain  other  classes  of 
property. 

When  the  savings  bank  tax  came  up  for  consideration, 
the  court,  following  the  reasoning  of  Portland  Bank  v. 
Apthoip,  upheld  it  ^  as  an  excise  or  duty  on  the  franchises 
of  the  banks,  even  tho,  unlike  the  bank  tax  of  1812, 
it  was  in  heu  of  local  taxation  of  the  deposits.  The 
earlier  decision  had  merely  upheld  an  excise  that  was 
in  addition  to  the  property  tax.  The  latter,  however, 
made  it  possible  for  the  legislating,  wherever  it  could 
levy  a  valid  excise,  to  exempt  from  local  taxation  the 
property  which  in  effect  had  been  excised.  The  door 
was  opened,  therefore,  for  a  considerable  extension  of  the 
excise  power,  and  the  legislature  soon  took  advantage 
of  the  opportunity.  Another  important  effect  of  the 
decision  was  to  commit  the  court  to  the  general  line  of 
reasoning  followed  in  the  earlier  case,  and  to  make  it 
probable  that,  if  the  question  ever  arose,  the  dictum  laid 
down  in  Portland  Bank  v.  Apthorp  would  become  a 
decision  to  the  effect  that  a  tax,  in  order  to  be  constitu- 
tional, must  be  proportional  in  the  strictest  sense  of 
that  word. 

Cases  involving  this  question  were  not  long  in  coming 
before  the  court,  and  it  was  presently  held  that  the  con- 
stitution required  taxes  on  property  to  be  so  laid  that, 
''  taking  '  all  the  estates  lying  within  the  Common- 
wealth' as  one  of  the  elements  of  proportion,  each 
taxpayer  should  be  obUged  to  bear  only  such  part  of  the 
general  burden  as  the  property  owned  by  him  bore  to 
the  whole  sum  to  be  raised."  *  Thus  the  tax  clause  of 
the  constitution  was  finally  interpreted  in  such  a 
manner  as  to  make  it  prescribe  strict  imiformity  in 
taxation. 

1  6  Allen,  438,  481,  Mid  438. 

t  GUfm  r.  WMUncton  Milk,  11  AOen  376.  See  afao  12  AOen  208  mm!  812;  118 
liM.88e:  lS8MaH.161;  184  Man.  424;  105  Maai.  607. 
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In  1864,  the  general  corporation  tax  was  enacted,  and, 
like  the  savings  bank  tax,  was  sustained  by  the  court  as 
a  valid  excise.  As  is  well  known,  it  left  the  real  estate 
and  machinery  of  corporations  subject  to  local  taxation, 
and  then  imposed  upon  corporations  a  franchise  tax 
which  was  to  be  assessed  upon  the  so-called  "  corporate 
excess,"  or  the  amount  by  which  the  value  of  the  capital 
stock  exceeded  the  value  of  the  real  estate  and  ma- 
chinery locally  assessed.  As  the  shares  of  the  corpora- 
tions were  thereafter  exempt  from  local  taxation  and  the 
corporation  tax  was  administered  by  the  state,  the  law 
of  1864  introduced  another  radical  change  in  the  tax 
system  of  Massachusetts.  But  since  the  rate  of  taxation 
on  the  corporate  excess  was  the  average  rate  levied 
upon  property  in  the  Commonwealth,  the  law  involved 
no  departure  from  the  principle  of  the  general  property 
tax,  and  in  this  respect  differed  radically  from  the  tax  on 
savings  banks.  Except  for  the  arrangement  by  which 
double  taxation  of  the  stock  and  of  certain  tangible 
property  of  corporations  was  avoided,^  the  only  real 
clumge  wrought  by  the  law  of  1864  was  that  thereafter 
the  state  dealt  directly  with  corporations  and  the  stock- 
holders were  exempted  from  local  taxation.  The  change 
effected,  therefore,  was  chiefly  of  an  administrative 
character,  and  there  was  no  intention  that  coiporations 
should  pay  either  more  or  less  taxes  than  the  general 
mass  of  property  subject  to  local  taxation. 

The  establishment  of  the  national  banking  system  was 
followed  by  the  conversion  of  state  into  national  banks, 
and  this  required  changes  in  the  tax  law.  The  final 
outcome  was  the  establishment  in  1873  of  the  present 
tax  upon  the  shares  of  national  banks,  which,  being 

1  Bianafaoturiiic  oorpormtioDa  had  been  relieved  from  douUe  taction  in  1832  by  a 
law  (oh.  168  of  1833)  whioh  prorided  that,  in  ■■iniring  the  atook  of  mioh  ooiporatioDa, 
the  looal  aHenon  should  make  a  suitable  deduotion  for  the  value  of  real  estate  and 
machinery  already  taxed. 
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levied  at  the  local  rates  of  taxation,  results  theoretically 
in  taxing  banks  in  the  same  manner  as  other  property. 
In  1874,  therefore,  Massachusetts  was  collecting  from 
the  savings  bank,  the  general  corporation,  and  the 
national  bank  taxes  $4,875,000  of  revenue,  which  was 
over  seven  times  the  revenue  derived  from  the  old  bank 
tax  in  1861.  The  system  had  begun  to  be  diversified, 
but  except  in  the  case  of  savings  banks  no  departure 
had  been  made  from  the  principle  of  the  general 
property  tax. 

Without  doubt  the  new  taxes  were  more  effective  in 
reaching  corporate  property  than  the  old  methods  of 
local  assessment,  so  that  perhaps  the  greater  part  of  the 
revenue  derived  therefrom  in  1874  represented  an  in- 
crease of  financial  resources.  But  this  increase  had  not 
been  sufficient,  as  we  have  seen,  to  prevent  a  rise  of  local 
tax  rates  under  which  conditions  were  rapidly  going 
from  bad  to  worse. 

Boston  was  probably  the  first  and  also  the  chief 
sufferer.  Mr.  Thomas  Hills,  an  able  and  determined 
advocate  of  the  general  property  tax,  was  made  one  of 
the  principal  assessors  in  1865,  and  in  1866  became  chair- 
man of  the  board.  He  increased  greatly  the  efficiency 
of  the  assessing  department,  and  inaugurated  a  vigorous 
search  for  taxable  property  under  which  Boston  valua- 
tions rapidly  increased.  In  1860,  the  real  estate  of  the 
city  had  been  assessed  at  $163,891,000,  and  the  personal 
property  at  $112,969,000.  In  1865,  these  figures  had 
been  increased,  respectively,  to  $201,628,000  and 
$170,263,000.  By  1870,  Mr.  Hills  had  raised  the  real 
estate  assessment  to  $365,593,000  and  the  personal  to 
$218,496,000;  and  in  1872,  had  raised  the  former  to 
$443,283,000  and  the  latter  to  $239,440,000.  Account 
must  be  taken,  of  course,  of  the  annexation  of  Roxbury 
and  Dorchester,  which  added  materially  to  the  total 
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valuation;    but  even  when  this  is  done,  the  results 
secured  by  Mr.  Hills  were  sufficiently  striking. 

But  things  were  not  working  out  as  expected  because 
personal  property  was  rapidly  migrating  from  Boston. 
Removals  to  the  suburbs  had  been  going  on  for  many 
years,  as  is  evidenced  by  the  fact  that  before  the  middle 
of  the  eighteenth  century  it  was  necessary  to  amend  the 
tax  laws  by  providing  that  merchandise  employed  in 
any  city  or  town  should  be  taxable  in  that  city  and  not 
at  the  domicile  of  the  merchant.  But  \mder  Mr.  Hills 
there  ensured  a  veritable  hegira  under  which  the  attrac- 
tive surburbs  of  Boston  were  rapidly  build  up  at  the 
expense  of  the  city's  tax  rolls.  The  most  striking  case 
was  that  of  Nahant,  which  in  1865  had  assessed  $513,- 
000  of  real  property  and  $12,710  of  personal,  its  tax 
rate  standing  at  $15  per  $1000.  In  1870,  however, 
thanks  to  Mr.  Hills,  its  realty  was  assessed  at  $085,000, 
and  its  personalty  at  $4,160,^000,  while  its  tax  rate  had 
dropped  to  $2.50  per  $1000.  Between  1869  and  1873 
not  less  than  $13,900,000  of  taxable  personal  estate  was 
removed  from  Boston  to  eight  suburban  towns  and  to 
Newport,  Rhode  Island.  Naturally  enough,  in  time, 
such  removals  more  than  o£fset  the  diligence  of  Mr.  Hills 
and  his  minions.  The  assessment  of  personal  property 
reached  high  water  mark  in  1874  when  it  stood  at  $244,- 
554,000.  Thereafter  it  steadily  decreased  \mtil  it 
reached  low  water  mark  in  1879  at  $184,545,000.  But 
even  in  1874  Mr.  Hills  had  failed  to  increase  the  pro- 
portion of  the  taxes  paid  by  personal  property.  In  1860, 
personalty  constituted  over  40  per  cent  of  the  total 
assessment,  and  in  1865  formed  even  a  larger  percent- 
age. But  in  1874,  altho  the  total  personal  assessment 
had  increased  by  some  $74,000,000,  the  assessment  of 
real  estate  had  been  raised  175  per  cent,  with  the  result 
that  personal  property  formed  less  than  31  per  cent  of 
the  total  assessment. 
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In  the  entire  state,  as  we  have  seen,  personal  property 
had  constituted  over  36  per  cent  of  the  local  assess- 
ments of  $551,000,000  in  1850.  By  1874,  however,  it 
accounted  for  29.6  per  cent  of  the  total  assessment  of 
$1,831,600,000.  Allowance  should  be  made  for  the  fact 
that  the  savings  bank,  the  general  corporation,  and  the 
national  bank  taxes  had  removed  a  large  amount  of 
property  from  the  category  of  "  taxables,''  but  only  a 
small  proportion  of  such  property  had  ever  been  placed 
upon  ^e  assessment  lists,  and  therefore  the  corporation 
taxes  made  comparatively  little  difference  with  the  local 
assessments.  In  1861,  for  instance,  the  deposits  in  the 
savings  banks  of  Massachusetts  amounted  to  $44,785,- 
000,  and  of  this  sum  the  local  assessors  had  taxed  only 
$0,655,000.  No  similar  comprehensive  data  concerning 
local  taxation  of  the  stock  of  Massachusetts  corpora- 
tions and  of  national  banks  are  available;  but  in  1864 
when,  under  the  operation  of  the  general  corporation 
tax,  the  shares  of  Massachusetts  coiporations  were 
exempted  from  taxation,  the  local  assessments  upon 
personal  property  decreased  only  from  $343,500,000  to 
$324,600,000.  In  1873,  also,  when  the  bank  tax  went 
into  operation,  the  local  assessments  upon  personal 
property  decreased  from  $565,294,000  to  $537,388,000. 
While,  therefore,  the  total  assessment  of  personal  prop- 
erty for  local  taxation  in  1874  would  have  been  some- 
what laiger  but  for  the  changes  wrought  by  the  new 
corporation  taxes,  there  had  been  a  gradual  shifting  of 
taxation  from  personalty  to  real  estate.  Even  if  we 
estimate  the  reductions  caused  by  the  corporation  taxes 
at  the  very  generous  figure  of  $70,000,000,  there  would 
still  remain  a  shrinkage  of  some  2  per  cent  in  the  pro- 
portion which  personal  property  bore  to  the  total  local 
assessments.  For  a  time,  however,  this  tendency  was 
probably  offset  by  the  fact  that  the  new  corporation 
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taxes  succeeded  in  reaching  taxable  values  which  would 
have  eluded  local  assessment. 

Since  the  poll  tax  was  now  fixed  at  what  was  practi- 
cally a  uniform  charge  of  $2.00,  the  burden  of  taxation 
had  shifted  very  greatly  from  polls  to  property.  In 
1874,  polls  were  assessed  for  $877,700  in  a  total  of 
$33,556,000,  or  for  no  more  than  2i  per  cent,  which 
contrasts  strikingly  with  the  proportion  of  16J  per  cent 
established  by  the  law  of  1814.^  The  taxes  paid  by  cor- 
porations amounted  to  $4,875,000  in  1874,  and  con- 
stituted 14i  per  cent  of  the  total.  Local  taxes  upon 
personal  property  amounted  to  $8,229,000,  or  24.6  per 
cent;  and  those  assessed  upon  real  estate  were  $10,573,- 
000,  or  58.4  per  cent.  Thus  it  appears  that  the  reduction 
in  the  proportion  of  the  taxes  falling  upon  polls  had 
been  made  up  by  the  new  corporation  taxes;  polls  and 
corporations  were  paying  in  1874  fully  17  per  cent  of  the 
total  taxes,  whereas  polls  were  required  to  contribute 
16|  per  cent  under  the  law  of  1814,  and  somewhat  less 
than  that  under  the  law  of  1820.  But  the  corporation 
taxes  were  in  effect  taxes  levied  upon  property,  so  that 
what  the  figures  really  show  is  that  the  proportion  of  the 
total  taxes  falling  upon  property  had  increased  from 
83  J  per  cent  in  the  early  part  of  the  nineteenth  century 
to  07J  per  cent  in  the  year  1874. 

If  we  assume  that  the  whole  of  the  corporation  taxes 
were  levied  in  respect  of  personal  property,*  and  there- 
fore combine  them  with  the  taxes  levied  locally  upon 

>  Of  coune  the  limitatioii  i>lMed  by  the  Aot  of  1829  upon  the  looal  levy  on  poUa 
tended  to  redooe  ftpprecMbly  the  proportion  of  the  total  tam  falling  upon  poUa,  but  up 
to  1850  the  inoreaae  in  the  amount  of  taam  levied  had  probably  not  been  aulBdent  to 
reduce  the  poll  tax  to  a  negUgible  factor. 

*  In  fact  some  part  of  the  general  oorporation  tax  repreaented  real  estate  values, 
since,  under  a  ded^on  of  the  Supreme  Court,  the  right  of  way  of  railroads  and  some 
other  nIssBM  of  public  service  corporations  is  exempt  from  local  taxation  This 
decision  had  relieved  such  property  from  taxation  up  to  1864,  but  after  that  it  merely 
increased  the  taxable  corporate  excess  upon  which  the  general  oorporation  tax  was 
levied.    See  Quarterly  Journal  of  Ewmomios,  voL  xxi,  pp.  185  and  218. 
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personalty^  we  find  that  the  total  contribution  of  per- 
sonal property  was  $13,105,000,  or  39.1  per  cent  of  all 
the  taxes  levied  in  the  Commonwealth.  This  left  58.4 
per  cent  of  the  total  taxes  to  be  paid  by  real  estate. 
Ck)mpared  with  1850,  therefore,  we  find  that  the  con- 
tribution of  personal  property  to  the  total  public 
revenue,  state  and  local,  had  increased  to  39.1  per  cent, 
while  the  contribution  of  real  estate  had  increased  to 
58.4  per  cent. 

IV 

Following  the  critical  period  which  ended  in  1874, 
came  thirty-three  years  of  comparative  calm  during 
which  disintegration  of  the  general  property  tax  gradu- 
ally and  quietly  continued.  In  1874,  dissatisfaction 
with  the  working  of  the  tax  laws  led  to  the  appointment 
of  the  first  special  commission  to  investigate  the  subject. 
This  commission  was  composed  of  able  men  and  sub- 
mitted in  January,  1875,  a  report  that  is  replete  with 
mformation.  It  was,  however,  dominated  in  its  thought 
by  Mr.  Hills,  who  seems  to  have  been  the  most  influen- 
tial as  well  as  the  most  active  member.  The  report 
recognizes  existing  evils,  but  does  not  understand  their 
cause.  It  assails  vigorously  the  proposal,  made  by  the 
New  York  tax  commission  of  1871,  to  exempt  personal 
property  from  taxation,  and  recommends  merely 
changes  in  various  details  of  the  tax  laws.  For  the  evils 
attending  the  taxation  of  personal  property  the  com- 
mission could  make  no  more  hopeful  recommendations 
than  that  certain  changes  be  made  in  the  provisions  of 
the  law  relating  to  offsets  for  indebtedness  and  the 
matter  of  domicile.^    It  was  imfortunate  for  the  Com- 

>  lUport  of  the  CommiHionen  Appomtod  to  Inquire  into  the  Expediency  of  Revia- 
iiig  mad  Amending  the  Lawi  Bekting  to  Taxation  and  Exemption,  101, 121.  H.  Doo.  15 
of  1876. 


Digitized  by  VjOOQIC 


20  QUARTERLY  JOURNAL  OF  ECONOMICS 

monwealth  that  its  tax  laws  could  not  be  radically 
altered  in  1875,  but  the  principle  of  the  general  property 
tax  was  undoubtedly  approved  by  all  but  a  small 
minority^  and  that  minority  had  little  more  to  propose 
than  exemption  measures  designed  to  relieve  certain 
kinds  of  personal  property  from  taxation.  All  things 
considered,  it  seems  probable  that  Mr.  Hills  and  his 
associates  voiced  very  faithfully  the  prevailing  opinion 
of  the  state. 

In  the  years  that  followed,  discussion  of  tax  problems 
was  confined  principally  to  the  subject  of  double  taxa- 
tion. An  organized  effort  was  made  to  bring  about  the 
exemption  of  mortgages  secured  by  Massachusetts  real 
estate;  and  this  was  practically  accomplished  in  1881, 
when  the  present  law  upon  that  subject  was  enacted. 
Under  that  act  a  note  secured  by  a  mortgage  of  taxable 
real  estate  in  Massachusetts  is  exempt  from  taxation  as 
personal  property;  and  the  interest  of  the  mortgagee  in 
the  real  estate  is  taxable  to  him  as  real  estate  in  the  place 
where  the  land  lies,  while  the  mortgagor  is  taxable  only 
for  his  equity  in  the  property.  Since,  however,  the  law 
does  not  prohibit  contracting  out,  mortgages  invariably 
provide  that  the  mortgagor  shall  assume  all  taxes;  and 
the  practical  result  is  that  real  estate  is  taxed  to  the 
mortgagor  at  its  full  value,  while  the  mortgage  note  is 
exempt.  This  law  had  the  effect  of  exempting  from 
taxation  about  $48,000,000  of  mortgage  debts  reported 
as  assessed  for  taxation  in  1881.  But  the  assessment  of 
personal  property  throughout  the  state  decreased  by 
only  $3,600,000  in  1882,  and  the  followmg  year  it  was 
$6,900,000  larger  than  it  had  been  before  mortgages 
were  exempted.* 

^  TlMie  ficuret,  aa  wdl  aa  thoae  giTon  above  oonoerning  the  operation  of  the  oocpora- 
tion  taacea,  may  be  found  on  pp.  36-38  of  the  Report  of  the  Commwaion  oo  TwaAiaa. 
of  1907. 
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Advocates  of  the  general  property  tax  interpreted 
these  figures  as  meaning  that  the  loss  of  $48,000,000  of 
taxable  mortgages  was  offset  by  the  natural  increase  of 
other  personal  property,  and  reasoned  as  if  the  assess- 
ment for  1883  might  have  been  not  $6,900,000  but 
$54,900,000  greater  than  the  assessment  for  1881  if 
mortgages  had  not  been  exempt.  In  fact,  however, 
thing?  would  not  have  worked  out  that  way.  The 
exemption  of  mortgages  nominally  relieved  $48,000,000 
of  personal  property  from  local  taxation.  But,  in 
reality,  very  few  of  the  owners  of  such  property  had 
previously  been  assessed  for  their  entire  personal  estates 
as  the  law  directed,  or  had  made  returns  of  their  taxable 
property.  Except  in  cases  where  a  p^:Bon's  property 
consisted  largely  of  mortgages  and  he  could  therefore 
make  a  return  to  his  assessors  that  reduced  his  taxable 
personalty  below  the  amount  for  which  he  was  assessed 
in  1881,  tax  payers  who  had  been ''  doomed  ^'  for  a  given 
amount  of  personal  property  in  1881  had  no  interest  in 
coming  forward  in  1882  with  statements  of  their  taxable 
personalty.  They  were  presumably  assessed  for  as  much 
personal  estate  as  in  1881,  and  therefore  received  no 
benefit  from  the  mortgage  exemption.  The  situation 
was  like  that  which  developed  later  when,  in  order  to 
encourage  forestry,  new  plantations  were  exempted 
from  taxation  for  a  stated  period  of  years.  This  exemp- 
tion was  of  absolutely  no  benefit  to  the  average  farmer 
because  his  farm  was  usually  assessed  for  somewhat 
less  than  it  was  worth  and  the  assessors  could  add  to 
the  rest  of  the  farm  all  that  they  were  obliged  to  take 
off  from  the  plantation.  We  are  not  to  suppose,  there- 
fore, that,  if  mortgages  had  not  been  exempted  in  1881, 
the  assessment  of  personal  property  in  1883  would  have 
increased  by  $64,900,000  instead  of  $6,900,000  as  it 
actually  did. 
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After  1881  few  changes  in  the  tax  laws  occurred  for 
many  years.  Until  1906,  indeed,  the  only  significant 
development  was  the  introduction,  in  1891,  of  a  tax  upon 
collateral  inheritances  and  successions.  In  point  of 
fact,  tax  legislation  in  Massachusetts  was  in  a  state  of 
deadlock. 

Advocates  of  change,  who  were  increasing  in  numbers, 
labored  to  seciu^  the  exemption  of  foreign  corporation 
stocks,  and  sometimes  urged  the  total  exemption  of  all 
intangible  property.  Upon  the  other  hand,  the  assessors 
of  the  state,  who  numbered  considerably  more  than 
1000,  had  been  organized  by  Mr.  Hills  and  others  into 
a  state-wide  association  which  was  able  to  offer  deter- 
mined resistance  to  any  and  all  exemption  measures. 

Advocates  of  the  existing  system  proposed  various 
measures  to  make  the  tax  laws  more  effective,  of  which 
the  most  important  were  the  appointment  of  assessors 
by  some  state  authority  and  the  taxation  of  personal 
property  at  a  uniform  rate  which  should  be  the  average 
imposed  upon  real  estate  subject  to  local  taxation. 
Either  of  these  measures  would  have  wrought  havoc  to 
the  state,  since  the  time  had  passed  when  it  was  pos- 
sible to  enforce  the  taxation  of  personal  property  at  the 
prevailing  local  rates  or  at  an  average  state  rate.  Such 
taxation  would  have  meant  confiscation  of  one-third  or 
one-fourth  of  the  tax  payers'  incomes,  and  would  have  led 
to  wholesale  removals  of  property  from  Massachusetts. 
As  things  stood,  the  tax  laws  resulted  in  what  was  aptly 
described  as  a  ''  system  of  confiscation  tempered  by 
favoritism.''  The  legislature  was  not  disposed  to  grant 
further  exemptions  that  might  increase  the  burdens 
falling  upon  taxable  property;  and,  upon  the  other 
hand,  it  probably  realized  that  the  existing  laws  were 
not  capable  of  strict  enforcement,  and  therefore  was  not 
disposed  to  adopt  the  drastic  measures  favored  by  the 
assessors. 
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In  1893,  a  joint  special  committee  of  the  legislatm'e 
was  appointed  to  revise  the  laws  relating  to  taxation ;  and 
the  following  year  reported  against  radical  changes  in  the 
taxation  of  property.^  But  conditions  were  going  from 
bad  to  worse,  so  that  in  1896  a  special  commission  was 
appointed  to  inquire  into  the  exi)ediency  of  revising  the 
tax  laws.  The  following  year  this  commission  sub- 
mitted a  noteworthy  report  which  grappled  squarely 
with  the  problem  confronting  the  Commonwealth.  It 
investigated  searchingly  the  practical  operation  of  the 
existing  system,  and  recommended  that  intangible 
property  be  exempted  from  taxation.  It  realized,  how- 
ever, that  a  substitute  or  substitutes  should  be  found  for 
the  tax  upon  intangibles,  and  therefore  recommended 
that  the  inheritance  tax  should  be  extended  to  direct 
inheritances,  and  that  a  habitation  tax  should  be 
introduced  which  should  be  levied  upon  house  rentals 
in  excess  of  $400.* 

Altho  this  plan  provided  substitutes  for  the  existing 
tax  upon  intangible  property,  the  legislature  was  not 
ready  for  radical  departures  from  the  existing  system, 
and  therefore  the  recommendations  of  the  commission 
bore  no  immediate  fruit.  But  the  report  effectively 
exposed  the  evils  of  the  existing  system,  and  pointed  out 
their  cause.  It  therefore  served  as  the  starting-point  for 
subsequent  discussion,  and  proved  to  be  a  docmnent  of 
great  educational  value.  In  1906,  another  joint-special 
committee  on  taxation  was  appointed  which  recom- 
mended no  radical  changes  in  the  property  tax  but 
advocated  the  taxation  of  direct  inheritances,  which 

>  Sen.  Doe.  9  of  1894.  The  above  statement  relates  to  the  majority  of  the  oom- 
nittee.  Minority  reports  favored  the  exemption  of  stock  of  foreicn  corporations  and 
the  esemption  of  state  and  municipal  bonds. 

s  Report  of  the  Commission  Appointed  to  Imiuire  into  the  Ezpedien«y  of  Revisinc- 
and  Amending  the  I*ws  of  the  Commonwealth  Relating  to  Taxation,  120  (Boston, 
1897).  The  Commission  also  recommended  that  the  state  should  retain  in  its  treasury- 
the  rsfrenue  from  the  general  corporataon  tax,  and  should  then  assume  county  expenses. 
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was  finally  carried  into  effect  by  an  act  of  1907.^  A 
minority  of  the  committee,  reverting  to  the  recom- 
mendations of  the  commission  of  1896,  advocated  the 
exemption  of  intangible  property  from  taxation  but 
proposed  no  substitute. 

Meanwhile,  the  general  property  tax  was  steadily 
disintegrating  and  producing  conditions  which  were 
certain  to  lead  ultimately  to  revision  of  the  tax  laws. 
Public  expenditures,  which  had  greatly  declined  diuing 
the  period  of  retrenchment  following  1874,  were  again 
upon  the  increase.  The  total  taxes  of  all  descriptions 
levied  in  the  Commonwealth  had  decreased  from 
$33,674,000  m  1874  to  $25,714,000  m  1879,  but  by  1890 
they  had  risen  to  $39,731,000,  and  by  1905  had  reached 
the  imposing  total  of  $72,121,000.  The  per  capita  tax 
burden,  which  in  1874  had  been  $20.87,  in  1905  was 
$24.01,  and  local  tax  rates  were  again  increasing.  From 
1874  to  1879,  during  the  period  of  enforced  economy, 
the  average  tax  rate  in  the  state  had  declined  from 
$15.51  per  $1000  to  $12.78.  During  the  next  fifteen 
years  the  average  hovered  around  $15,  but  by  1900  it 
had  risen  to  $16.14,  and  in  1905  it  stood  at  $17.25. 
Under  such  conditions  the  evils  which  were  serious 
enough  in  1874  were  gradually  becoming  intolerable. 

One  result  of  the  heavier  pressiu^  of  taxation  was  an 
increase  in  real  estate  valuations,  especially  in  the  cities. 
The  mere  desire  to  obtain  revenue  without  undue 
increase  of  tax  rates  would  have  led,  in  any  event,  to 
somewhat  higher  valuations;  but  this  tendency  was 
increased  by  the  operation  of  the  law  of  1875  limiting 
city  debts,  and  that  of  1885  limiting  city  tax  rates. 
Under  these  acts  many  cities  were  obliged  to  increase 
real  estate  valuations  in  order  to  provide  the  necessary 
margin  for  loans  and  to  keep  tax  rates  within  the 

&  Report  of  the  Jaint-Spedal  CommittM  on  Tkatioa  (Baston,  1907). 
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specified  limit.    If  this  had  resulted  merely  in  chang- 
ing the  old-fashioned  practice  of  valuing  property  at 
"  about  "  one-half  or  two-thirds  of  what  it  was  worth, 
it  would  have  been  a  matter  for  congratulation.    But 
in  some  cities  it  finally  resulted  in  valuations  so  high  as 
to  be  clearly  excessive.    There  are  today  within  the 
metrox>olitan  district  not  a  few  municipalities  in  which 
it  is  difficult  to  sell  real  estate  for  its  assessed  valuation 
and  transfers  are  frequently  made  at  much  lower  figures. 
Tangible  personal  property  was  seriously  affected  by 
the  high  rates  of  taxation,  but  in  many  cases  had  a 
comparatively  easy  method  of  escape,  namely,  incor- 
poration.    Merchants  and  manufacturers  who  found 
themselves  more  heavily  taxed  upon  their  goods,  wares, 
or  merchandise  than  their  competitors  in  other  states 
could  incorporate  under  the  laws  of  the  Commonwealth 
and  come  under  the  general  corporation  tax.    Under 
this  tax,  real  estate  and  machinery  remained  subject  to 
local  taxation,  and  the  rest  of  the  property  of  corpora- 
tions was  supposed  to  be  fully  reached  by  the  tax  which 
the  state  levied  upon  the  so-called  "  corporate  excess.'' 
In  practice,  however,  it  developed  that  whereas  an 
individual  or  a  firm  was  taxable  upon  all  property  with- 
out deduction  of  debts  except  against  the  item  of  credits, 
the  corporation  was  able  to  deduct  the  whole  of  its  in- 
debtedness from  its  assets  taxable  under  the  corporation 
tax.    This  circumstance,  with  others,  brought  it  about 
that  in  1902  the  manufacturing  and  mercantile  com- 
panies subject  to  the  corporation  tax  owned  merchan- 
dise valued  at  $143,604,000,  and  had  a  taxable  corporate 
excess  of  no  moi:e  than  $104,238,000.    It  is  clear,  there- 
fore, that  the  effect  of  the  corporation  tax  was  even  at 
that  time  to  enable  incorporated  companies  to  reduce 
the  tax  upon  their  merchandise,  or  at  any  rate  to  reduce 
it  below  what  it  would  be  if  the  local  assessors  assessed 
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it  at  its  true  value.  In  1903,  a  ynaximuTn  limit  was 
placed  upon  the  corporate  excess,  which  had  the  effect 
of  enabling  many  concerns  to  secure  a  further  reduction 
of  their  taxes.  While  in  individual  cases  the  corpo- 
ration tax  was  fully  as  heavy  as  the  local  tax  upon 
unincorporated  enterprises,  and  in  some  cases  even 
heavier,  there  can  be  no  doubt  that,  upon  the  whole, 
manufacturing  and  mercantile  concerns  found  incor- 
poration an  easy  method  of  escape  from  increasing 
burdens  of  local  taxation.^  In  extreme  cases  it  was 
possible  to  arrange  matters  so  that  an  incorporated 
mercantile  concern  secured  exemption  from  local  taxa- 
tion upon  its  merchandise,  and  then,  after  deducting 
its  debts,  had  no  corporate  excess  to  be  taxed  by  the 
state. 

Other  kinds  of  tangible  personalty  did  not  fare  so  well. 
Live  stock  is  employed  in  an  industry  where  incorpora- 
tion is  highly  uncommon.  Machinery  is  expressly 
excepted  from  the  operation  of  the  corporation  tax,  and 
is  very  heavily  taxed  in  some  localities.  In  textile 
centers  it  sometimes  forms  a  very  large  percentage  of 
the  total  valuation,  as  may  be  seen  by  looking  at  the 
assessments  of  personal  property  in  such  cities  as  Fall 
River  and  New  Bedford.^  In  some  cases  it  is  supposed 
that  manufacturers  and  assessors  have  working  agree- 

1  The  operatkm  of  the  tax  upon  the  corporate  ezoeas  of  manuf  ecturing  And  mer- 
euktile  compftniee  is  eo  oomplioated  that  it  cannot  be  adequately  treated  in  this  paper. 
I  may  refer  to  my  article  upon  the  taxation  of  oorporations  in  Manaohusetts,  pub- 
lished in  the  Quarterly  Journal  of  Eeonomios  for  Februaiy,  1907.  The  subject  has  been 
fully  discussed  in  recent  annual  reports  of  the  tax  commissioner  and  in  a  special  memo- 
randum prepared  for  the  legislative  committee  on  taxation  in  May,  1016  (H.  Doc. 
2133  of  1016). 

s  Of  a  total  valuation  of  $106,601,000  in  1015,  the  personal  property  of  Fall  River 
accounted  for  942,707,000,  or  slightly  over  40  ^m  cent.  In  New  Bedford,  in  the  same 
year,  out  of  a  total  valuation  of  $111,346,000,  personal  property  accounted  for  $41,- 
846,000,  or  approximately  37  ^m  cent.  These  percentages  are  to  be  compared  with  an 
average  of  about  25  per  cent  in  the  total  assessment  in  the  state.  Fall  River  and  New 
Bedford  do  not  tax  very  large  amounts  of  intangible  personal  property,  so  that  it  is 
probable  that  the  greater  part  of  the  taxable  personalty  in  those  cities  consists  of 
machinery. 
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ments  under  which  machinery  is  assessed  at  a  certain 
proportion  of  its  actual  value,  and  in  other  localities  it 
is  probable  that  machinery  is  taxed  upon  something  less 
than  a  full  valuation.  But,  upon  the  whole,  it  is  rea- 
sonable to  conclude  that  machinery  is  very  heavily 
taxed  in  Massachusetts,  and  probably  more  heavily  than 
in  most  other  states. 

Intangible  personalty  found  several  avenues  of  escape. 
In  the  first  place,  it  tended  more  and  more  to  leave  com- 
munities where  tax  rates  were  high,  and  to  concentrate 
in  a  number  of  attractive  residential  towns  where  tax- 
payers could  virtually  fix  their  own  assessments. 
Between  1871  and  1891  not  less  than  $75,000,000  of 
personal  estates  assessed  in  Boston  through  the  dili- 
gence of  Mr.  Hills  were  removed  to  fifteen  favorite 
towns.  In  the  former  year  these  towns  had  assessed 
$26,750,000  of  personal  property;  in  the  latter  their 
personal  assessments  had  advanced  to  $52,558,000  — 
an  increase  of  $25,808,000.  Even  if  we  assume  that 
during  the  interval  there  had  been  no  increase  of  per- 
sonal property  except  the  $75,000,000  gained  by  the 
removal  of  certain  taxpayers  from  Boston,  it  would 
appear  that  the  local  assessors  had  taxed  but  one-third 
of  these  estates.  In  1882,  one  town  received  an  estate 
assessed  in  Boston  at  $800,000,  and  in  the  following  year 
increased  its  assessment  of  personal  property  by  no 
more  than  $281,000,  but  was  able  nevertheless  to  reduce 
its  tax  rate  from  $11  to  $7  per  $1000.^ 

In  this  connection  it  should  be  noticed  that  the 
method  which  the  state  followed  in  distributing  among 
the  cities  and  towns  the  revenue  from  the  corporation 
and  the  bank  taxes  tended  still  further  to  give  taxpayers 
the  whip  hand  over  the  assessors.  The  general  principle 
was  to  divide  this  revenue  according  to  the  residence  of 

>  8m  B^port  of  tlM  Commiakm  on  Taxation  (1908).  pp.  4fr-46. 
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the  stockholders;^  and  this  brought  it  about  that,  when 
a  wealthy  taxpayer  changed  his  residence,  the  town  to 
which  he  removed  received  an  increased  share  of  the 
corporation  and  bank  taxes.  The  result  was  that 
assessors  knew  that  strict  enforcement  of  the  tax  on 
intangible  property  would  not  only  lead  to  the  removal 
of  such  property  to  some  other  jurisdiction,  but  would 
decrease  the  amount  of  corporation  and  bank  taxes 
received  from  the  state  treasiny. 

As  years  passed,  the  distribution  of  intangible  prop- 
erty, and  of  the  corporation  and  bank  taxes,  became 
more  and  more  favorable  to  the  wealthy  towns.    In 
1865,  before  the  process  of  concentration  had  begun,  the 
fourteen  wealthiest  towns  had  derived  a  revenue  of 
$6.87  per  capita  from  local  taxes  on  personal  property 
and  the  corporation  and  bank  taxes,  while  in  the  rest  of 
the  state  the  revenue  from  these  sources  amounted  to 
$5.81.    Twenty  years  later  these  fourteen  towns  were 
receiving  $14.28  per  capita,  while  the  average  for  the 
rest  of  the  state  had  fallen  to  $4.48.     In  1905,  the 
revenue  of  the  fourteen  towns  had  increased  to  $24.01 
per  capita,  while  that  of  the  rest  of  the  state  amounted 
to  $5.35,  a  trifle  more  than  the  figure  for  1885  but 
materially  less  than  the  amount  received  in  1865. 
Somewhat  similar  conditions  can  doubtless  be  found  in 
other  states  and  countries,  but  it  is  probable  that  the 
student  of  taxation  would  have  difficulty  in  finding  else- 
where such  extreme  concentration  of  taxable  resources 
as  was  gradually  brought  about  in  Massachusetts  after 
1865.    The  only  possible  result  was  the  creation  of 
inequalities  by  which  the  rates  of  taxation  in  the  cities 

^  In  1808,  the  fint  departure  from  this  prinoqde  was  made  when  it  was  proTided 
that  the  tax  paid  by  street  railroads  should  be  distributed  among  cities  and  towns 
where  the  tracks  were  located.  Subeequently,  the  distribution  of  the  tax  on  other 
corporations  was  modified  in  the  interest  of  the  industrial  towns  where  such  enterprises 
were  located. 
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and  industrial  towns  were  greatly  increased,  while  they 
were  lowered  to  almost  nominal  figures  in  a  handful  of 
wealthy  commimities.^ 

But  overburdened  taxpayers  had  still  another  method 
of  escape;  they  could  change  their  investments.  Prior 
to  1862  this  opportunity  had  not  been  open  to  them, 
since  practically  every  form  of  investment  was  taxable. 
But  when  savings  deposits  were  exempted  from  taxa- 
tion, it  was  possible  for  people  of  means  to  make 
increased  use  of  the  savings  banks.  That  this  was  done 
almost  from  the  outset,  there  can  be  little  doubt;'  and 
it  is  certain  that  no  small  part  of  the  very  large  deposits 
of  Massachusetts  savings  banks  today  are  held  by  people 
of  means.  Another  door  was  opened  by  the  great 
increase  of  the  Federal  debt  during  the  civil  war,  which 
supplied  investors  with  upward  of  two  billions  of  non- 
taxable securities.  The  establishment  of  the  corpora^ 
tion  tax  in  1864  placed  the  stocks  of  Massachusetts 
cori)orations  in  the  list  of  so-called  non-taxables.  At 
first  this  may  not  have  affected  the  situation,  but  in 
time  there  was  created  an  artificial  demand  for  tax- 
exempt  stocks  which  were  bought  in  large  quantities  by 
trustees  and  some  others  who  were  not  in  a  position  to 
change  their  domicile  and  could  not  well  avoid  mak- 
ing returns  of  personal  property.  The  exemption  of 
mortgages  in  1881  created  another  class  of  untaxed 
investments,  so  that  altogether  a  rather  wide  range  of 
opportimities  was  open  to  persons  acquainted  with 
the  provisions  of  the  law. 

In  many  cases  untaxed  securities  were  bought  for 
permanent  investment,  so  that  no  evasion  of  the  tax 
laws  was  either  contemplated  or  practised.    But  it  was 

*  Tbii  Mbjeei  wm  lint  eucfuUy  itodied  by  the  Tax  Commianon  uppcinied  in  1890. 

DM  iMpOrt  6v~w8« 

«  8m tlM  Report tithbTax Cmninfarinn  appointad in  1874,  p.  81  et aeq. 
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now  possible  to  invest  temporarily  in  non-taxables  for 
the  purpose  of  escaping  assessment  upon  taicable 
securities.  This  could  be  done  only  a  day  or  two  before 
the  date  of  assessment  in  any  year,  and  there  developed 
a  regular  spring  demand  for  securities  that  could  be  held 
over  assessment  day  and  then  retiuned  to  their  former, 
—  perhaps  one  might  say  actual  —  owners.  In  other 
cases  the  practice  was  different  but  the  result  the  same. 
Comparatively  few  investors  ordinarily  made  returns  of 
their  personal  property,  and  intangibles  were  usually 
taxed  by  '^  doomage."  This  meant  that  assessors  would 
begin  with  a  small  assessment,  and  then,  if  the  taxpayer 
did  not  make  a  declaration  of  his  property,  would  sub- 
sequently increase  it.  In  time  the  assessment  might 
reach  a  figure  that  would  compel  the  taxpayer  to  seek 
relief,  and  this  could  be  had  by  shifting  his  investments 
from  taxables  to  non-taxables  until  he  could  make  a  full 
retiun  of  his  personal  property  under  oath.  Such  a 
statement  would  probably  satisfy  the  curiosity  of  the  as- 
sessors for  a  niunber  of  years,  so  that  after  making  it  the 
taxpayer  could  at  the  first  favorable  opportunity  sell  his 
non-taxables  and  reinvest  in  taxable  securities.  There 
has  probably  been  comparatively  little  downright  lying 
in  the  taxation  of  personal  property  in  Massachusetts; 
perjury  is  an  ugly  thing,  and  the  law  did  not  make  it 
necessary.  Intangible  property  nevertheless  managed 
to  evade  assessment,  and  could  do  so  in  many  cases 
without  change  of  the  taxpayer's  domicile. 

The  next  result  was  that  personal  property  paid  a  con- 
stantly decreasing  proportion  of  the  locid  taxes.  In 
1907,  out  of  a  total  local  assessment  of  $3,512,000,000 
in  the  state  of  Massachusetts,  personal  property  ac- 
counted for  no  more  than  $766,600,000,  or  21.8  per  cent; 
whereas  in  1891  it  had  constituted  25.2  per  cent  of  the 
total  valuation,  and  in  1871  had  constituted  33.8  per 
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cent.  At  the  end  of  this  period  it  can  be  estimated  that 
about  half  of  the  personal  property  actually  taxed 
consisted  of  intangible  personalty.^ 

In  the  distribution  of  the  total  biu-den  of  state  and 
local  taxation  some  changes  had  occurred  since  1874. 
In  1907,  polls  were  assessed  for  $1,758,000  of  taxes,  or 
2.4  per  cent  of  the  entire  amount.  The  tax,  however, 
was  not  so  easy  to  collect  as  in  former  years,  and  the 
actual  contribution  made  by  polls  was  somewhat  less 
than  the  percentage  just  stated.  Since  1874  the  liquor 
license  tax  had  come  into  operation,  and  this,  with  some 
minor  business  taxes,  amounted  in  1907  to  $3,453,000,  or 
4.7  per  cent.  The  collateral  inheritance  tax  introduced 
in  1891  now  yielded  $772,000,  or  about  one  per  cent  of 
the  total.  The  corporation  taxes  amounted  to  $9,761,- 
000,  or  13.2  per  cent.  The  taxes  levied  locally  upon 
personal  property  stood  at  $12,386,000,  or  16.8  per 
cent;  while  those  levied  upon  real  estate  amounted  to 
$45,794,000,  or  61.9  per  cent.  Comparison  with  the 
figures  for  1874  shows  that  polls  were  assessed  in  1907 
for  substantially  the  same  proportion  as  in  1874,  that 
personal  property  and  corporations  accounted  for  30 
per  cent  of  the  total  against  39  per  cent  in  the  former 
year,  and  that  real  estate  paid  61.9  per  cent  of  the  total 
taxes  against  58.4  per  cent  at  the  beginning  of  the  period. 
The  net  result  was  that  the  proportion  of  the  taxes  paid 
by  personal  property  and  corporations  had  decreased  by 
some  9  per  cent,  and  that  this  had  been  made  up  by 
business  and  inheritance  taxes,  which  now  contributed 
5.7  per  cent,  and  by  an  increase  in  the  real  estate  taxes 
of  something  more  than  3  per  cent. 

A  new  chapter  in  the  history  of  taxation  in  Massa- 
chusetts opened  in  1908.     In  the  previous  year  the 

>  Sm  Report  of  CominiiBOii  on  Tkation  (1906),  pp.  40  and  67.  Ck>mpare  alio  the 
dntn  foond  on  pp.  60-41  of  the  Report  of  the  CommiMioo  of  1896. 
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inheritance  tax  was  extended  to  direct  inheritances, 
and  this  brought  the  whole  property  of  inhabitants  of 
the  state  under  review  by  the  tax  commissioner's 
department.  Up  to  that  time  the  local  assessors  had 
not  infrequently  gained  information  from  probate 
returns.  But  since  no  tax  was  imposed  upon  direct 
inheritances,  it  was  often  possible  for  executors  to  avoid 
disclosing  the  amounts  of  probated  estates,  a  request 
from  all  the  heirs  that  no  inventory  be  filed  being  sufi^- 
cient  to  accomplish  this  end.  With  a  direct  inheritance 
tax  in  operation  it  was  no  longer  possible  to  avoid  filing 
iaventories,  and  this  fact  alone  would  have  altered  mate- 
rially taxation  conditions  in  the  Commonwealth. 


Another  law  enacted  in  1908  hastened  the  inevitable 
crisis.  The  tax  commissioner,  in  1898,  had  been  given 
certain  supervisory  powers  over  the  local  assessors,^ 
and  thus  the  first  step  had  been  taken  toward  the  estab- 
lishment of  central  control  over  the  assessment  of  prop- 
erty. The  commissioner,  however,  was  given  but  a 
single  assistant  to  carry  on  the  work  of  supervision, 
and  there  was  no  direct  inheritance  tax  which  enforced 
the  filing  of  inventories  of  all  estates;  so  that  prior  to 
1908  his  supervisory  power  had  not  been  effective  enough 
to  alter  materially  the  situation.  But  in  that  year  a  law 
was  enacted  *  by  which  the  powers  of  the  tax  commis- 
sioner were  extended,  and  he  was  authorized  to  appoint 
three  supervisors  of  assessors  to  assist  him  in  the 
performance  of  his  new  duties. 

The  act  stopped  short  of  authorizing  him  directly  or 
through  the  supervisors  to  revise  local  assessments,  and 
merely  authorized  him  to  direct  the  local  authorities  to 

>  Ch.  507  of  1808.  t  Ch.  650  of  1006. 
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assess  property  in  the  maimer  prescribed  by  law.  In 
case  local  assessors  failed  to  comply  with  such  direc- 
tions, the  commissioner  could  merely  notify  the  mayor 
of  the  city,  or  the  selectmen  of  the  town,  of  such  failure, 
a  provision  which  becomes  almost  hmnorous  when  one 
recalls  that  in  many  of  the  towns  the  selectmen  are 
also  the  assessors.  The  tax  conmiissioner  was  indeed 
authorized  to  cause  an  assessor  guilty  of  any  violation 
of  law  for  which  a  penalty  was  imposed,  to  be  prosecuted 
in  the  county  courts,  but  for  various  reasons  this  did  not 
meet  the  needs  of  the  case.  It  therefore  happened  that 
in  some  instances  the  local  officials  refused  to  obey  the 
directions  of  the  commissioner;  but  in  a  majority  of 
cases  his  recommendations  met  with  substantial  com- 
pliance, so  that  the  Act  of  1908  proved  fairly  effective. 
It  at  least  created  machinery  by  which  information 
coming  to  the  probate  courts  under  the  operation  of  the 
direct  inheritance  tax  was  systematically  gathered  by 
the  supervisors  of  assessors  and  transmitted  to  the 
taxing  authorities  of  the  cities  and  towns.  After  1907, 
therefore,  the  local  taxing  authorities  were  continually 
supplied  with  more  information  about  taxable  person- 
alty than  they  had  ever  possessed  before,  and  in  some 
cases  more  than  they  desired  to  possess.  Up  to  this 
time  the  general  property  tax  had  been  undergoing  a 
gradual  process  of  disintegration;  it  might  have  lasted 
many  years  longer  if  no  provision  had  been  made  for 
stricter  enforcement.  But  the  law  of  1908  rapidly 
produced  conditions  under  which  a  fundamental  change 
in  the  system  soon  became  inevitable. 

Another  factor  that  contributed  to  the  same  result 
was  the  growth  of  private  agencies  for  collecting  and 
distributing  information  concerning  the  ownership  of 
corporation  stocks.  Foreign  corporations  doing  busi- 
ness in  Massachusetts  were  required  to  file  lists  of  their 
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stockholders  with  the  secretary  of  state,  and  these  lists 
suppUed  a  mine  of  interesting  information.  Others 
could  sometimes  be  reached  by  examining  lists  filed  in 
other  states,  or  by  purchasing  a  share  of  stock  and  then 
demanding  the  right  to  examine  stock  books.  In  recent 
years,  therefore,  Massachusetts  assessors  have  been 
able  to  procure,  if  they  desire  it,  a  large  amount  of 
information  concerning  taxable  corporation  stocks; 
and  the  result  has  been  a  fuller  assessment  of  such 
property  than  was  formerly  possible. 

There  naturally  followed  a  substantial  increase  in 
local  assessments  of  personal  property.  From  $766,- 
600,000  in  1907  the  figures  advanced  to  $930,817,000 
in  1910,  to  $1,033,000,000  in  1912,  and  to  $1,195,100,000 
in  1915.  During  the  entire  period  of  eight  years  the 
total  increase  was  $428,500,000,  which  was  practically 
equal  to  the  total  increase  in  local  assessments  of  per- 
sonal property  between  1861  and  1907.  The  following 
table  shows  the  facts  for  significant  years: 

STATsmcB  OF  Total  and  Pbbsonal  Pbopbbtt  Absbssiibnib  in 


JVlAflSAC 

VBXJSBTTB 

Valoation  of 

Pereentafeof 

Year 

Total  Valaation 

Personal  Property 

Penonal  Property 

1850 

$551,106,000 

$201,977,000 

36.0 

1861 

861,500,000 

309,400,000 

35.9 

1874 

1,831,600,000 

542,300,000 

29.6 

1881 

1,642,200,000 

498.300,000 

30.2 

1907 

3,512,600,000 

766,600,000 

21.8 

1915 

4,769,900,000 

1,195,100,000 

25.1 

It  will  be  seen  that,  after  declining  for  fiftynseven 
years,  the  proportion  of  personal  property  in  the  total 
valuations  increased  from  21.8  per  cent  in  1907  to  25.1 
per  cent  in  1915.  This  was  a  substantial  achievement 
for  the  supervisors  of  assessors,  but  its  effect  was  not 
what  was  anticipated.    In  the  first  place,  the  property 
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thus  listed  tended  to  disappear  from  the  tax  rolls  in  a 
comparatively  short  time  through  changes  in  invest- 
ments or  domicile.  Prior  to  1908  domiciliary  changes 
had  been  mostly  within  the  state,  and  the  tax  laws  had 
probably  driven  little  property  out  of  Massachusetts, 
altho  they  had  doubtless  prevented  a  certain  amount 
from  coming  here.  But  after  that  year  removals 
became  increasingly  frequent,  and  presently  threatened 
serious  injury  to  the  Commonwealth.  Precise  data  on 
the  subject  are,  of  coimse,  very  difficult  to  obtain;  but 
by  1914  it  was  estimated,  and  generally  believed,  that 
the  property  removed  from  Massachusetts  in  that  year 
was  not  less  than  $100,000,000.  Whatever  the  exact 
amount  may  have  been,  it  was  now  large  enough  to 
attract  public  attention,  and  to  affect  materially  the 
attitude  of  lawyers  and  bankers  who  were  in  a  position 
to  know  what  was  going  on. 

The  second  natural  result  was  to  increase  greatly  the 
demand  for  non-taxable  investments;  and,  inevitably, 
a  greater  demand  began  to  create  a  greater  supply. 
The  manufacture  of  non-taxable  preferred  stocks  of 
Massachusetts  corporations  became  a  regular  industry; 
and,  as  was  natural  under  the  circimistances,  some  of  the 
new  securities  proved  to  be  of  doubtful  solidity.  In 
1907,  the  niunber  of  new  corporations  organized  under 
the  business  corporation  law  was  1,234,  having  a  total 
capital  of  $63,372,000.  By  1912,  the  number  of  such 
corporations  was  1,453,  having  a  capital  of  $213,466,- 
000.  Thereafter  there  was  somewhat  less  activity 
among  promoters,  but  both  the  niunber  of  companies 
and  the  total  capital  remained  much  larger  than  had 
ever  been  known.  In  1913, 1914,  and  1915,  the  business 
corporations  organized  were,  respectively,  1,504,  1,604, 
and  1,700;  while  the  figures  of  the  total  capital  were, 
respectively,  $172,103,000,  $123,211,000,   and  $113,- 
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609,000.  Unfavorable  business  conditions  may  have 
been  partly  responsible  for  the  decrease  that  followed 
1912,  but  another  probable  cause  was  a  growing 
distrust  of  the  new  securities. 

A  third  result  was  to  stimulate  greatly  migration  to 
the  favored  residential  towns.  Whenever  the  assessors 
in  the  ordinary  city  or  town,  acting  upon  the  infor- 
mation furnished  by  the  supervisors,  increased  ma- 
terially the  assessment  of  personal  property,  some 
favored  town  immediately  acquired  new  inhabitants. 
The  average  rate  of  taxation  in  the  state  was  gradually 
increasing  from  about  $17  per  $1000,  the  figure  for  1907, 
to  $18,  and  finally  $19.  But  in  the  wealthy  residential 
towns  tax  rates  were  often  less  than  $10  per  $1000,  and 
valuations  were  low.  Such  conditions  could  not  be 
permanent. 

Some  of  the  developments  in  particular  localities 
during  this  period  deserve  to  be  mentioned.  The  town 
of  Norwood  in  1908  had  a  tax  rate  of  $26.50,  and  at  that 
juncture  the  assessors  received  information  concerning 
$2,000,000  of  taxable  estates,  which  amoimted  to  more 
than  one  and  one-half  times  the  existing  assessment 
upon  personal  property.  If  matters  had  taken  the  usual 
course,  these  estates  would  have  been  taxed  for  a  sum 
that  would  have  absorbed  fully  half  of  the  income,  and 
would  presently  have  been  removed  from  the  town. 
But  under  exceptionally  fortunate  and  able  leadership 
Norwood  decided  to  try  to  assess  all  property  at  its 
full  value,  and  thereby  reduce  the  rate  of  taxation 
to  a  tolerable  figure  which  would  not  drive  any  citizen 
away.  Accordingly,  in  1909  the  valuation  of  real 
estate  was  increased  from  $4,739,000  to  $7,680,000, 
while  that  of  personalty  was  raised  from  $1,361,000  to 
$6,118,000.  This  resulted  in  an  increase  of  over  125 
per  cent  in  the  total  valuation,  and,  together  with  a 
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reduction  in  the  tax  levy,  reduced  the  rate  of  taxation 
to  $8.50.  For  the  moment  the  crisis  was  averted.  But 
the  tax  rate  was  still  higher  than  intangible  property 
could  bear  permanently;  and  in  subsequent  years  the 
assessment  of  personal  property  gradually  declined, 
while,  despite  further  increases  in  the  valuation  of 
realty,  the  tax  rate  began  to  increase.  In  1915,  the 
assessment  upon  personalty  was  half  a  million  less  than 
in  1909,  while  the  tax  rate  had  increased  to  $12.80. 
Norwood  had  shown  that  exceptional  conditions  might 
enable  an  industrial  town  to  enforce  the  tax  laws  with- 
out inviting  immediate  disaster;  but  its  subsequent 
experience  demonstrates  that  not  even  such  conditions 
will  avail  in  the  long  run. 

Stimulated  by  the  example  of  Norwood  or  urged  by 
the  supervisors  of  assessors,  a  few  other  localities  sought 
to  enforce  strictly  the  existing  tax  laws,  but  with  very 
different  results.  The  city  of  Maiden  in  1909  increased 
the  assessment  of  personalty  from  $6,734,000  to  $12,- 
751,000,  and  reduced  its  tax  rate  from  $19.20  to  $15.70; 
but  by  1912  the  assessment  of  personalty  had  declined 
to  $8,438,000,  and  the  tax  rate  had  returned  to  the 
figure  for  1908.  Meanwhile,  a  number  of  wealthy  resi- 
dents had  changed  their  domicile,  and  the  city  had  lost 
a  substantial  amount  of  revenue  from  corporation  taxes. 
Between  1909  and  1911,  the  city  of  Quincy  increased 
the  assessment  of  personalty  from  $5,813,000  to  $7,- 
830,000,  and  reduced  its  tax  rate  from  $20.40  to  $19.50. 
But  two  years  later  the  personal  assessment  had  sunk  to 
$6,254,000,  while  the  tax  rate  had  advanced  to  $23.70. 
Salem  tried  the  same  experiment  between  1909  and 
1912,  increasing  its  personal  assessment  from  $9,821,000 
to  $10,617,000,  and  reducing  its  tax  rate  from  $18.60  to 
$18.  But  in  1913,  nearly  a  million  of  personal  property 
disappeared  from  the  tax  roll,  and  the  tax  rate  advanced 
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to  $20.50.  Such  examples  were  sufficient  to  deter  other 
localities  from  attempting  to  emulate  the  example  of 
Norwood. 

The  other  side  of  the  picture  may  be  seen  by  turning 
to  some  of  the  small  residential  towns.  In  1908,  Dover 
had  assessed  $470,000of  personal  property  and  $931,000 
of  realty,  and  had  a  tax  rate  of  $9.80.  In  the  follow- 
ing year  the  assessment  of  personal  property  jumped  to 
$4,296,000,  and  the  tax  rate  fell  to  $4.30.  This  suddenly 
acquired  wealth  was  thereafter  retained,  and,  in  fact, 
increased  to  $6,925,000  in  1914,  in  which  year  the  tax 
rate  was  $5.50.  The  town  of  Rowley  in  1912  assessed 
$170,000  of  personal  property,  and  had  a  tax  rate  of 
$13.00.  But  in  the  next  year  the  assessment  of  per- 
sonalty rose  to  $2,088,000,  and  the  tax  rate  decreased 
to  $5.50.  Tho  subsequently  changes  occurred,  Rowley 
continued  to  tax  a  large  amount  of  i)ersonalty,  and 
remained  in  affluent  circimtistances. 

The  most  striking  case  was  that  of  the  town  of 
Orleans,  which  in  1910  had  taxed  $181,000  of  personal 
property  at  a  rate  of  $15  per  $1000.  The  next  year  the 
assessment  of  this  class  of  property  increased  to  $968,- 
000,  and  the  tax  rate  fell  to  $3.  With  its  reputation 
thus  established,  the  town  continued  to  increase  its 
taxable  wealth  imtil  in  1915  the  valuation  of  personalty 
amoimted  to  $3,941,000,  and  the  tax  rate  was  prevented 
from  reaching  the  vanishing  point  only  by  liberal  out- 
lays for  improvements.  In  this  case  corporation  and 
bank  taxes  were  an  especially  important  factor  in  the 
situation.  In  1910,  Orleans  had  raised  $10,259  from 
taxes  upon  property,  and  had  received  only  $1,085  from 
the  state  treasury  on  accoimt  of  corporation  and  bank 
taxes.  In  1911,  the  levy  upon  property  declined  to 
$4,557,  while  the  revenue  from  corporation  and  bank 
taxes  increased  to  $10,302.    In  1914,  the  taxes  upon 
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property  had  increased  to  $11,509,  as  a  result  of  the  in- 
flow of  personal  estates,  while  the  revenue  drawn  from 
the  state  treasury  had  risen  to  $24,883.  In  that  year 
Orleans  enjoyed  a  revenue  of  $37,108  from  all  sources, 
including  polls,  whereas  in  1910  it  had  an  income  of 
$11,982. 

In  1915,  Orleans  showed  a  tax  rate  of  $3  per  $1000, 
the  lowest  in  the  state,  and  seven  other  towns  had  tax 
rates  that  were  less  than  $10;  fifty-two  towns  showed 
rates  ranging  from  $10  to  $14.80;  nine  cities  and  one 
hundred  forty-seven  towns  showed  rates  ranging  from 
$15  to  $19.90;  while  twenty-six  cities  and  one  himdred 
and  eleven  towns  had  rates  that  ranged  from  $20  to  $30. 
These  inequalities  persisted  in  spite  of  certain  changes 
in  the  distribution  of  the  corporation  taxes,  by  which 
the  revenue  from  mercantile  and  manufacturing  cor- 
porations was  allotted  to  the  locaUties  where  the  plants 
were  situated  and  business  carried  on.  Further  changes 
in  the  distribution  of  the  corporation  and  bank  taxes 
might  improve  somewhat  the  position  of  the  cities  and 
the  ordinary  agricultural  or  manufacturing  towns,  but 
the  distribution  of  taxable  personal  property  had 
become  so  imequal  as  to  make  the  situation  worse  than 
it  had  been  prior  to  the  introduction  of  the  direct 
inheritance  tax  and  the  enactment  of  the  law  creating 
supervisors  of  assessors.  In  1905,  the  fourteen  towns 
previously  .mentioned  had  received  $24.01  of  revenue 
per  capita  from  corporation  taxes  and  the  local  tax  on 
personal  property;  while  in  the  rest  of  the  state  the 
revenue  was  but  $5.35  per  capita.  In  1915,  the  figures 
were,  respectively,  $29.50  and  $7.54.^    Nothing  but  a 

>  It  is  worth  wbile  to  notice  tho  duuiaei  that  ooouircd  over  the  whole  period  from 
1885  to  1916.  In  the  former  year  fourteen  favored  towns  derived  a  per  capita  revenue 
of  $lk87  from  the  stated  aouroea,  and  the  rest  of  the  Ckunmonwealth  $5.81.  In  1916, 
the  fisnres  were,  reapeetivdy,  $29.60  and  $7.64.  Thus  the  fourteen  towns  had  gained 
$22.63,  while  the  rest  of  the  sUte  had  gained  $1.73.  * 
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radical  change  in  the  laws  relating  to  taxation  held  out 
any  prospect  of  relief - 

From  1907  to  1915  only  slight  changes  occurred  in  the 
distribution  of  the  total  burden  of  taxation.  Of  the 
total  of  $112,280,000/  polls  were  assessed  for  $2,055,- 
000,  or  1.8  per  cent,  which  is  to  be  compared  with  2.4 
per  cent  for  1907.  Liquor  licenses  and  minor  business 
taxes  contributed  $3,678,000,  or  3.3  per  cent,  which  is 
1.4  per  cent  less  than  in  the  earlier  year.  Corporations 
paid  $12,484,000,  or  11.1  per  cent,  as  against  a  percent- 
age of  13.2  eight  years  earlier.  The  inheritance  tax 
yielded  $3,104,000,  or  2.8  per  cent  of  the  total,  which  is 
an  increase  of  1.8  per  cent  over  1907.  The  taxes 
assessed  upon  personal  property  stood  at  $22,180,000,' 
which  was  19.8  per  cent  of  the  total,  the  proportion  of 
personalty  being  3  per  cent  greater  than  at  the  be- 
ginning of  this  period.  Finally,  real  estate  taxes  con- 
tributed $68,776,000,  or  61.2  per  cent,  which  was  0.7 
per  cent  less  than  in  1907. 

As  was  to  be  expected,  the  introduction  of  a  tax  upon 
direct  inheritances  led  to  renewed  efforts  to  secure  a 
better  method  of  taxing  personal  property.  In  response 
to  a  petition  from  leading  business  interests,  and  upon 
the  recommendation  of  the  governor,  another  tax  com- 
mission was  authorized  in  1907.  In  the  following  year 
this  commission  recommended  » changes  in  the  distribu- 
tion of  the  corporate  franchise  tax,  the  exemption  of 
future  issues  of  county  and  mimicipal  bonds,  the 
appointment  of  supervisors  of  assessors,  and  the  intro- 
duction of  a  flat  tax  upon  intangible  property  —  the 
so-called  "  three-mill  tax." 

>  Ttom  thia  total  aatomobile  lioenaeB  are  ezdiudfld. 

t  In  this  item  is  inoluded  976,644  of  revenue  paid  into  the  state  treasury  under  the 
operation  of  the  bond  registration  tax. 

*  Report  of  the  Commission  on  Taxation  appointed  under  the  provisions  of  ch.  120 
of  the  resolves  of  1007  (Boston,  1008). 
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The  first  proposal  was  promptly  carried  into  effect 
by  a  law  which  provided  that  thereafter  the  taxes  paid 
by  manuf  actxiring  and  mercantile  corporations  and  dis- 
tributed among  the  several  cities  and  towns  should  be 
divided  equally  between  the  localities  where  the  stock- 
holders resided  and  those  in  which  the  business  was 
carried  on.^  Since  previously  the  whole  amount  not 
retained  by  the  state  had  been  allocated  to  the  towns 
where  the  stockholders  were  domiciled,  this  act  tended 
to  mitigate  somewhat  the  growing  inequality  between 
the  wealthy  residential  towns  and  the  rest  of  the  state. 
Subsequent  acts  *  tinned  over  to  the  towns  where  busi- 
ness was  carried  on  the  whole  of  the  revenue  from 
ordinary  business  corporations  except  that  part,  repre- 
senting the  proportion  paid  in  respect  of  stock  owned  by 
non-residents,  which  was  retained  by  the  Common- 
wealth. The  result  was  that  between  1905  and  1915  the 
whole  amount  of  revenue  received  from  corporation 
taxes  by  the  fourteen  favored  towns  previously  referred 
to,  decreased  from  $10.36  per  capita  to  $6.20,  whereas 
in  the  rest  of  the  state  it  increased  from  $1.62  to  $1.93. 
In  1916,  a  final  act » provided  that  the  taxes  paid  by  all 
remaining  classes  of  corporations,  except  that  part 
representing  non-resident  stock,  should  be  allocated  to 
the  cities  and  towns  where  the  business  is  carried  on. 
This  leaves  only  the  revenue  from  the  bank  tax  subject 
to  the  old  rule  of  distribution  according  to  the  domicile 
of  the  stockholders. 

The  second  recommendation  of  the  commission  also 
was  accepted.  In  1905,  the  state  treasurer  had  urged 
that  future  issues  of  bonds  of  the  Commonwealth  should 
be  exempt  from  taxation.  He  showed  that  of  $84,580,- 
000  of  registered  bonds  then  outstanding  70  per  cent 

>  Ch.  614  of  1906.  I  Gh.  299  of  1916. 

s  Chs.  466  of  1910  and  198  of  1914. 
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were  held  outside  the  state,  24  per  cent  were  held  by 
corporations  and  institutions  within  the  state  but 
exempt  from  taxation  thereon,  and  only  6  per  cent  were 
in  the  hands  of  individual  inhabitants  subject  to  local 
taxation.^  The  legislature,  accordingly,  passed  an  act 
exempting  future  issues  of  state  bonds,'  under  which  it 
was  estimated  that  the  state  gained  1  of  1  per  cent  in 
the  interest  rate  upon  the  next  issue.'  The  cities  and 
towns  now  came  forward  with  the  request  that  their 
securities  also  should  be  made  tax  exempt,  and  the  legis- 
lature exempted  from  taxation  future  issues  of  county 
and  mimicipal  bonds.^ 

This  step  was  stoutly  opposed  by  most  of  the  remain- 
ing advocates  of  the  general  property  tax.  But  the 
practical  situation  confronting  the  cities  and  towns 
called  loudly  for  a  change.  No  investor  would  purchase 
a  bond  yielding  4  per  cent  interest  with  the  expectation 
of  pa3ang  a  tax  amoimting  to  1}  or  2  per  cent,  and 
accordingly  city  and  town  treasurers  withheld  from  the 
assessors  information  concerning  the  ownership  of 
municipal  bonds.  In  some  cases,  indeed,  they  made  it 
their  policy  to  inform  investors  that  this  was  their 
practice.  Little  or  no  revenue  was  actually  derived 
from  the  tax  upon  municipal  bonds,  while  the  fact  that 
such  bonds  were  legally  taxable  tended  to  limit  some- 
what the  demand  and  so  to  increase  the  rate  of  interest. 
Neither  the  state  nor  the  towns  could  expect  a  reduction 
of  interest  equivalent  to  the  average  rate  of  taxation, 
since  so  many  of  the  bonds  were  held  by  corporations 
and  exempted  institutions  and  so  few  of  the  remainder 
were  ever  taxed,  but  it  is  probable  that  the  broader 
market  opened  to  public  securities  in  consequence  of 
exemption  resulted  in  an  inmiediate  reduction  of  about 
i  of  1  per  cent  in  the  interest  basis. 

>  TreMorer't  Report.  1906,  pp.  6-7.  *  TraMunr't  Report,  1906.  pp.  9-9. 

a  Ch.  483  of  1906.  «  Cfas.  464  and  594  of  1906. 
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In  time,  the  exemption  of  mimicipal  securities  opened 
the  door  to  serious  abuse.  The  city  and  town  officials 
soon  learned  that  there  was  a  regular  demand  for  tax- 
exempt  securities  just  before  the  first  day  of  April  in 
each  year;  and  b^;an  to  accommodate  their  offerings  to 
this  situation.  In  January,  February,  and  March, 
increasing  quantities  of  short  term  notes  maturing  after 
April  Ist  began  to  come  into  the  market,  which  com- 
manded very  low  rates  of  interest.  In  1911,  the  total 
amoimt  of  short  term  notes  issued  by  the  towns  was 
$9,700,000,  while  by  1915  it  had  risen  to  $15,363,000, 
an  increase  of  approximately  60  per  cent.  But  the 
striking  fact  was  that  the  notes  issued  in  January, 
February,  and  March,  which  were  those  utilized  over 
the  first  day  of  April,  increased  from  $2,580,000  to 
$5,180,000,  or  more  than  100  per  cent;  while  t)ie 
amoimt  of  notes  issued  in  April,  May,  and  June,  which 
could  not  be  so  utilized,  remained  practically  stationary, 
the  increase  being  less  than  10  per  cent.  Complete 
data  for  the  cities  are  not  available,  but  the  issues  of 
notes  recorded  in  the  leading  financial  papers  show  the 
same  conditions  that  developed  in  the  towns.  In  1911, 
these  papers  reported  the  issue  of  $4,667,000  of  city 
notes  during  the  months  of  January,  February,  and 
March,  while  in  1916,  they  reported  a  total  of  $9,870,- 
000,  an  increase  of  over  110  per  cent.  The  March 
issues,  which  were  especially  sought  around  tax  day,  rose 
from  $1,460,000  in  1911  to  $5,590,000  m  1916,  an 
increase  of  nearly  300  per  cent.  Interest  rates  upon 
these  issues  were  very  low,  sometimes  falling  below  2 
per  cent,  and  in  some  cases  reaching  such  figures  as  1.3 
per  cent,  or  even  J  of  1  per  cent ;  while  one  city  actually 
received  a  small  premium  for  accommodating  an  inves- 
tor with  $100,000  of  notes  maturing  just  around  tax 
day.    Thus  an  exemption  intended  to  apply  to  perma- 
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nent  investments  in  municipal  securities  came  to  be  a 
means  of  facilitating  temporary  changes  in  investments 
with  a  view  to  evading  taxation. 

The  third  recommendation  of  the  commission  resulted 
in  the  enactment  of  the  law,  already  discussed,  by  which 
three  supervisors  of  assessors  were  appointed  and  pro- 
vision was  made  for  distributing  among  the  local  boards 
information  about  property  imcovered  in  the  probate 
courts.  This  proposal  originated  in  connection  with 
the  plan  for  a  flat  tax  on  intangible  property,  but  was 
presented  separately  by  the  commission  with  the  sug- 
gestion that  the  establishment  of  a  three-mill  tax  upon 
intangible  property  *'  will  remove  all  reasonable  groimd 
of  objection  to  the  proposal  for  state  supervision  of  the 
assessment  of  property."  Since  it  has  been  supposed 
by  not  a  few  people  that  the  supervisor  law  was  pro- 
posed with  the  deliberate  intention  of  forcing  a  crisis  in 
taxation  affairs,  it  is  important  to  recall  the  fact  that  it 
originated  in  connection  with  a  plan  for  establishing 
a  fair  and  practicable  method  of  taxing  intangible 
property. 

The  fourth  recommendation  was  that  intangible  prop- 
erty should  be  exempted  from  other  taxation,  and 
should  then  be  taxed  at  the  uniform  rate  of  three  mills 
upon  each  dollar  of  the  fair  cash  value,  or  $3  per  $1000. 
Since  such  a  tax  would  be  levied  at  the  same  rate  in 
every  city  and  town,  taxpayers  would  have  no  induce- 
ment to  change  their  domicile;  and  since  it  would 
substitute  a  reasonable  for  a  confiscatory  exaction,  it 
could  be  strictly  enforced  without  driving  people  out 
of  the  state.  It  was  based  upon  a  plan  which  had 
been  tried  in  Pennsylvania  and  Maryland  with  no  little 
success,  and  was  subsequently  adopted  by  Minnesota, 
Iowa,  Rhode  Island,  and  North  Dakota.  The  com- 
mission realized,  however,  that  it  was  open  to  objec- 
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tion  upon  constitutional  groimds,  and  therefore  recom- 
mended that  the  legislature  secure  the  opinion  of  the 
Supreme  Court  concerning  its  constitutionalty.  In  case 
the  opinion  of  the  coiurt  should  be  adverse,  the  com- 
mission pointed  out  that  the  constitution  of  the  Com- 
monwealth ought  to  be  amended. 

In  due  course  the  legislature  submitted  the  question 
to  the  Supreme  Court,  which  pronoimced  the  three-mill 
tax  unconstitutional.^  Thereupon,  an  amendment  was 
proposed  striking  out  of  the  constitution  the  require- 
ment that  taxes  must  be  proportional,  but  this  failed 
to  secure  the  two-thirds  vote  required  in  the  House  of 
Representatives.  The  following  year  a  similar  amend- 
ment passed  the  legislatiu'e,  but  with  a  provision  that 
it  should  be  referred  to  a  special  commission  for  further 
investigation.  This  commission  submitted  to  the  next 
legislature  an  adverse  report,*  which  in  1910  resulted  in 
the  defeat  of  the  proposed  amendment,  so  that  the 
project  of  a  three-mill  tax  had  to  be  abandoned. 

Opposition  to  the  proposed  constitutional  amendment 
was  based  upon  a  nmnber  of  grounds.  In  the  first  place, 
Mr.  Hills,  Mr.  Henry  Winn,  and  most  of  the  local 
assessors  opposed  it  because  they  still  desired  to  have 
all  property  taxed  at  the  same  rate.  Many  of  them 
would  have  favored  the  taxation  of  personal  property 
at  the  average  rate  prevailing  throughout  the  Common- 
wealth, but  they  were  imwilling  to  make  any  further 
concessions.  A  second  group  of  remonstrants  would 
have  favored  the  establishment  of  a  uniform  tax  upon 
intangible  property  at  some  such  rate  as  $10  or  $12  per 
$1000,  but  contended  that  a  rate  of  S3  was  altogether 
too  low  and  would  tend  to  increase  the  burden  upon 

>  19S  Mms.  eo7. 

*  Report  of  the  Commienon  Appointed  to  InTestigate  the  Laws  Rdating  to  Taxa- 
tKMi  (Deeember.  1909). 
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other  classes  of  property.  A  third  ground  for  objection 
was  the  belief  that  a  reduction  of  the  tax  upon  bonds 
and  upon  stocks  of  foreign  corporations  would  afifect 
adversely  the  value  of  non-taxable  securities.  And, 
finally,  a  fourth  reason  for  opposition  was  the  fear  that 
the  removal  of  the  requirement  that  taxes  must  be 
proportional  would  open  the  door  to  favoritism  and  to 
radical  legislation. 

Taxation  conditions  in  Massachusetts  were  then  so 
bad  that  it  is  probable  that  the  opposition  of  the  first 
two  classes  of  remonstrants  would  not  have  availed  to 
defeat  the  amendment.  But  the  arguments  advanced 
by  the  other  objectors  raised  a  number  of  new  questions 
which  seemed  to  many  people  to  require  further  time 
for  consideration,  and  divided  the  forces  which  other- 
wise might  have  favored  a  better  method  of  taxing 
intangible  property. 

VI 

In  1911,  Governor  Foss  directed  the  attention  of  the 
legislature  to  the  subject  of  taxation,^  and  recom- 
mended the  establishment  of  a  state  income  tax  and  the 
adoption  of  a  better  method  of  taxing  wild  and  forest 
lands.  Prior  to  1910  it  would  probably  have  been  use- 
less to  propose  in  Massachusetts  such  a  measure  as  a 
state  tax  ui>on  incomes,  since  here,  as  elsewhere,  the 
people  had  long  been  accustomed  to  the  taxation  of 
property  and  were  inclined  to  regard  an  income  tax  as 
inquisitorial.  But  the  situation  suddenly  changed 
when  congress  submitted  to  the  states  the  sixteenth 
amendment  to  the  federal  constitution.  This  brought 
up  for  consideration  the  whole  question  of  income  taxa- 
tion, and  required  every  one  in  active  political  life  to 

I  See  H.  Doo.  1000  of  1911.   Abo  Sen.  Dooi.,  266  of  1912  and  89  of  1918. 
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define  his  attitude  upon  it.  Those  who  advocated 
immediate  ratification  ,of  the  amendment  could  not 
urge  that  a  state  income  tax  would  be  inquisitorial; 
while  those  who  opposed  such  ratification  usually  did  so 
upon  the  groimd  that  the  income  tax  should  be  reserved 
for  the  states,  and  were  not  in  a  position  to  argue  that 
Massachusetts  ought  not  to  employ  it.  Governor  Foss's 
proposals,  therefore,  met  with  very  general  support;  his 
amendment  authorizing  a  special  forest  tax  was  imme- 
diately adopted,  and  nothing  but  differences  of  opinion 
concerning  the  proper  form  of  an  income  tax  amendment 
prevented  acceptance  of  his  other  recommendation. 

These  differences,  however,  proved  difficult  to  har- 
monize; the  more  so  because  they  offered  a  convenient 
reason  for  opposition  to  any  change  in  the  method  of 
taxing  intangible  property.  They  turned  chiefly  upon 
the  questions,  whether  the  amendment  should  authorize 
a  progressive  income  tax,  and  whether  it  should  provide 
that  property  taxed  upon  its  income^should  be  exempted 
by  constitutional  requirement  from  other  taxation.  In 
1912  and  1913,  as  in  1911,  controversy  over  these  points 
was  chiefly  responsible  for  the  defeat  of  proposed  income 
tax  amendments. 

But  while  such  controversy  continued,  conditions 
were  becoming  increasingly  serious.  Orleans  had  a  $3 
tax  rate,  other  favored  towns  were  receiving  large 
accessions  of  taxable  personalty  every  spring,  and  it  was 
becoming  evident  to  the  people  of  the  rest  of  the  state 
that  they  could  not  hope  to  retain  even  their  existing 
revenue  from  intangible  property.  Moreover,  removals 
of  large  amounts  of  personalty  to  neighboring  states 
were  becoming  increasingly  common,  and  were  causing 
well-founded  alarm.  These  conditions  finally  led  the 
mayor  and  the  assessors  of  Boston  to  favor  the  income 
tax  project,  and  elsewhere  tended  to  disintegrate  the 
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opposition  of  local  assessors.    Moreover,  the  tax  com- 
missioner had  become  convinced  of  the  necessity  of 
reform,  and  the  annual  reports  of  his  department  were 
dealing  vigorously  with  the  subject  in  a  manner  which 
could  not  fail  to  impress  both  the  legislature  and  the 
public.    Finally,  Wisconsin  in  1912  introduced  a  state 
income  tax  which  proved  an  inmiediate  success  and 
furnished  an  impressive  object  lesson  to  Massachusetts. 
In  1911,  at  the  suggestion  of  Governor  Foss,  the  tax 
conmiissioner  instituted  an  investigation  of  the  data 
fimiished  by  the  inheritance  tax  returns,  and  found 
that  in  estates  passing  through  the  probate  courts  the 
personal  property  amoimted  to  between  three  and  foiu: 
times  as  much  as  the  realty.    From  September  1,  1907, 
to  August  31,  1908,  the  returns  of  all  estates,  whether 
taxable  or  not,  showed  that  the  real  property  brought 
under  review  was  valued  at  $22,462,000  and  the  per- 
sonalty at  $70,715,000.    From  September  1,  1908,  to 
December  1,  1911,  the  retmns  showed  real  property 
amounting  to  $97,734,000  and  personal  property  valued 
at  $368,741,000.    Upon  the  assumption  that  the  total 
personalty  of  the  inhabitants  of  Massachusetts  was 
more  than  three  times  the  total  realty,  and  that  at  least 
one-half  of  the  personalty  was  taxable  under  existing 
law,  the  tax  conmiissioner  estimated  that  there  must 
be  from  $4,000,000  to  $5,000,000  of  taxable  personal 
property  within  the  Commonwealth,  whereas  the  local 
assessors  in  that  year  had  assessed  but  $984,300,000.^ 
Up  to  that  time  it  had  been  possible  to  argue  that, 
altho  much  intangible  property  evaded  taxation,  the 
assessors  were  able  to  secm-e  the  greater  part  of  it.    But 
thereafter  it  was  usually  accepted  as  a  fact  that  the 
untaxed  personalty,  chiefly  intangibles,  was  three  and 
perhaps  four  times  as  great  as  the  amount  actually 

1  See  Sen.  Doo.  256  of  1912.  pp.  2-8. 
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taxed.  This  tended  to  give  a  somewhat  new  turn  to 
discussions  of  the  tax  problem. 

In  1914,  the  need  for  a  change  in  the  method  of  taxing 
intangible  property  become  so  apparent  that,  without 
waiting  for  a  constitutional  amendment,  the  legislature 
established  a  registration  tax  upon  certain  classes  of 
bonds.^  It  provided  that  holders  of  bonds  secm^  by 
mortgage  upon  tangible  property  actually  taxed  in 
Massachusetts  or  elsewhere  might  register  such  bonds 
with  the  tax  commissioner  and  pay  a  registration  tax  of 
three  mills  on  the  dollar.  Bonds  so  registered  were  to 
become  exempt  from  other  taxation.  As  a  property  tax, 
of  course,  this  measure  would  have  been  wholly  invalid, 
but  the  legislature  acted  upon  the  theory  that  it  might 
be  upheld  as  a  valid  excise.  Doubts  about  the  con- 
stitutionality of  the  measure  were  sufficient  to  prevent 
most  investors  from  taking  advantage  of  the  act,  but 
substantial  amounts  of  bonds  were  registered  with  the 
tax  conmiissioner  up  to  the  repeal  of  the  law  by  the 
Income  Tax  Act  of  1916. 

Agitation  for  a  better  method  of  taxing  iatangible 
property  was  becoming  increasingly  active  and  influen- 
tial. In  1908,  a  committee  of  prominent  citizens  was 
oiiganized  to  advocate  the  adoption  of  the  three-mill 
tax,  and  the  following  year  the  Boston  Chamber  of 
Commerce  took  up  the  subject  in  vigorous  fashion.  In 
1910,  a  state-wide  organization  known  as  the  Mer- 
chants' and  Manufacturers'  Committee  on  the  Tax 
Laws  came  into  the  field,  so  that  the  movement  was  no 
longer  confined  to  Boston  and  its  immediate  vicinity. 
In  1914,  the  Massachusetts  Tax  Association  was  organ- 
ized, with  Lucius  Tuttle  as  its  first  president  and  a 
board  of  directors  representing  many  of  the  important 
business  interests  of  the  Commonwealth  as  well  as 

i  Ch.  761  of  1914. 
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organized  labor.  Upon  Mr.  Tuttle's  death,  Ex-Gover- 
nor Curtis  Guild  succeeded  to  the  presidency,  and  an 
active  campaign  was  instituted  imder  most  favorable 
auspices.  With  the  cooperation  of  Governor  Walsh  and 
the  tax  commissioner's  department,  a  constitutional 
amendment  permitting  the  levy  of  a  proportional 
income  tax,  but  not  requiring  that  property  taxed  upon 
its  income  must  be  exempted  from  other  taxation,  was 
drafted  and  submitted  to  the  legislature  which  ratified 
it  by  decisive  votes  in  both  branches.  This  amendment 
passed  the  legislature  of  1915  even  more  decisively,  and 
in  the  following  November  was  adopted  at  the  polls  by 
an  overwhelming  vote.  The  way  was  now  open  for  a 
reform  of  the  tax  on  personal  property. 

VII 

The  legislature  of  1915,  anticipating  the  ratification 
of  the  amendment,  authorized  the  appointment  of  a 
special  commission  on  taxation  which  was  instructed  to 
investigate  the  advisability  of  changes  in  existing  tax 
laws  and  to  draft  an  income  tax  act.  In  January,  1916, 
this  conmiission  ^  submitted  the  draft  of  a  well-con- 
sidered act  which,  imder  the  impetus  of  the  overwhelm- 
ing ratification  of  the  income  tax  amendment  at  the 
polls,  was  enacted  after  much  discussion  but  with  Uttle 
effective  opposition. 

The  income  tax  law  of  1915  was  designed  primarily  to 
provide  a  better  method  of  taxing  intangible  property. 
It  therefore  exempts  such  property  from  local  taxation, 
and  imposes  upon  its  income  a  tax  of  6  per  cent,  from 
which,  however,  $300  of  taxable  income  is  exempt  for 
persons  whose  total  income  from  all  sources  does  not 
exceed  $600.    But  for  the  tax  levied  since  1646  upon 

>  B«port  of  the  Qpeoial  Commwiion  on  TaxatuHi  (1916). 
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personal,  trade,  and  professional  incomes,  the  law  of  1916 
might  have  been  confined  to  the  income  from  intan- 
gible property.  Since,  however,  that  tax  was  in  existence 
and  was  not  likely  to  be  repealed,  it  was  necessary  for 
the  new  act  to  ta^e  cognizance  of  this  fact.  It  would 
have  been  dearly  undesirable  to  have  two  income  taxes : 
one  levied  by  the  state  and  strictly  enforced;  the  other 
levied  by  local  assessors  and  abnost  a  dead  letter.  The 
obvious  and  expedient  solution  was  the  transfer  of  the 
old  local  tax  to  the  Commonwealth,  and  therefore  the 
law  of  1916  includes  a  tax  upon  income  from  personal, 
trade,  and  professional  earnings.  Finally,  the  act 
imposes  a  tax  of  3  per  cent  upon  profits  derived  from 
dealings  in  intangible  personal  property. 

The  new  law,  therefore,  is  much  narrower  in  scope 
than  the  Federal  income  tax,  which  applies  to  income 
from  all  som^ces,  and  somewhat  narrower  than  the  Wis- 
consin income  tax,  which  readies  practically  all  incomes 
except  dividends  from  certain  classes  of  corporations. 
It  follows,  however,  what  was  imdoubtedly  the  line  of 
least  resistance  for  Massachusetts.  There  was  no  popu- 
lar demand  for  a  new  method  of  taxing  real  estate  and 
tangible  personal  property,  and  the  problem  before  the 
legislature  was  that  of  finding  a  better  method  of  taxing 
intangible  personalty.  The  result  is  a  perfectly  logical 
adjustment  by  which  personal,  professional,  and  trade 
incomes,  and  income  from  intangible  property  are 
taxed  by  the  state;  while  tangible  property  continues 
to  be  subject  to  local  taxation  upon  its  capital  value. 

Following  antecedent  practice,  the  Massachusetts 
income  tax  is  imposed  upon  ''  inhabitants "  of  the 
Ck)mmonwealth.  It  is,  therefore,  a  personal  tax  pay- 
able by  people  who  are  inhabitants  of  the  Common- 
wealth at  any  time  between  the  first  day  of  January  and 
the  thirtieth  day  of  June  in  any  year.    Persons  who  are 
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not  iBhabitants  within  the  meaning  of  that  word  as 
defined  by  the  Supreme  Court  are  not  subject  to  the 
tax,  even  tho  they  may  carry  on  business  in  Massa- 
chusetts; and,  upon  the  other  hand,  inhabitants  of 
Massachusetts  are  taxable  upon  income  derived  from 
business  carried  on  outside  of  the  Commonwealth.  The 
working  of  this  feature  of  the  law  will  be  watched  with 
interest. 

The  tax  upon  the  income  from  intangible  property 
substitutes  a  reasonable  and  uniform  tax  for  one  levied 
at  rates  that  ranged  from  $3  to  $30  per  $1000.  Under 
the  old  system  many  people  evaded  taxation,  some 
compounded  with  the  local  assessors  for  a  reasonable 
tax,  and  still  others  paid  one-fourth  or  one-third  of  their 
incomes.  The  intention  is  that  the  new  tax  shall  be 
enforced  upon  every  one,  and  the  act  accordingly 
provides  adequate  methods  of  administration. 

The  first  thing,  of  course,  is  the  requirement  of  sworn 
retiuns  of  income  from  taxable  intangible  property, 
which  must  be  made  on  or  before  the  first  day  of  March 
in  each  year  and  relate  to  the  iacome  of  the  preceding 
calendar  year.  Failure  to  file  such  a  return  renders  a 
taxable  person  liable  to  an  additional  tax  of  $5  for  every 
day  he  is  in  default.  Continued  failure  after  receipt  of 
a  notice  from  the  tax  commissioner  makes  a  person 
liable  to  be  assessed  by  the  commissioner  for  twice  the 
amount  of  his  taxable  income,  and  subjects  him  to  a 
fiu*ther  penalty  of  fine,  imprisonment,  or  both.  Con- 
viction for  refusal  to  make  a  return  works  the  forfeiture 
of  a  person's  right  to  hold  public  office  within  the  Com- 
monwealth for  such  a  period,  not  exceeding  five  years, 
as  the  Qoxxrt  may  determine.  Similar  penalties  are  pro- 
vided for  making  fraudulent  returns,  the  law  making  no 
distiaction  between  persistent  refusal  to  file  a  return 
and  the  filing  of  a  return  found  to  be  fraudulent.    Since 
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the  enforcement  of  the  act  is  to  be  wholly  in  the  hands 
of  the  state  tax  department,  these  penalties  should 
prove  adequate.^  No  careful  lawyer  or  responsible 
bank»  will  advise  a  client  or  customer  to  trifle  with  the 
new  law;  and  there  is  every  indication  that  the  income 
tax,  with  its  requirement  of  sworn  returns,  has  been 
accepted  by  the  business  community,  and  will  be  strictly 
complied  with.  It  will  not  be  people  of  wealth,  but 
those  of  smaller  means  and  little  or  no  business  experi- 
ence, who  will  cause  most  diflBiculty. 

The  tax  upon  the  income  of  intangible  personalty 
applies  only  to  such  property  as  was  formerly  subject 
to  taxation;  thus  incomes  from  mortgages  upon  taxable 
Massachusetts  real  estate,  deposits  in  savings  banks, 
tax-exempt  state  and  municipal  bonds,  national  bank 
stock,  and  the  stock  of  Massachusetts  corporations,  are 
all  exempted.  The  same  is  true  of  income  from  so-called 
"  stocks  ''  of  most  of  the  voluntary  associations  which 
are  so  common  in  Massachusetts.  In  general,  owners 
of  securities  will  find  that  they  are  taxable  only  upon 
income  derived  from  sources  that  were  taxable  under 
the  old  law.  About  the  only  exception  is  found  in  the 
case  of  trusts  or  other  voluntary  associations  not  own- 
ing real  estate  exclusively,  or  shares  in  Massachusetts 
corporations,  and  not  doing  business  principally  in 
Massachusetts. 

A  very  important  and  interesting  feature  of  the  tax 
on  the  income  from  intangibles  is  that  it  provides  for  a 
deduction  on  account  of  indebtedness.  The  property 
tax  had  authorized  such  deduction  only  against  certain 
credits,  that  is,  it  allowed  the  taxpayer  to  deduct  money 
he  owed  from  debts  due  him.    The  new  law  does  not 

>  Hw  set,  of  ooune,  makes  miitobk  provision  for  prerenting  diaolosore  of  tho 
dsteils  of  tex  returns.  It  provides,  however,  that  the  names  of  the  persons  who  have 
filsdietams  shall  be  open  to  pubBoinspeetion.  It  permits  taxpayers  to  file  their  returns 
eithsr  with  the  tax  oommissioner  or  with  the  income  tax  assessor  of  the  district  in  which 
therKve. 
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ind^d  permit  the  deduction  of  interest  paid  upon  any 
and  all  debts  from  the  income  received  by  the  taxpayer 
from  taxable  intangible  property.  To  do  so  would  have 
been  wrong  in  principle  and  would  have  opened  the  door 
to  wholesale  evasion.  Deduction  of  all  debts  from  tax- 
able income  is  necessary  as  well  as  proper  under  a 
general  income  tax  applicable  to  income  from  all  sources, 
but  under  a  partial  income  tax  it  is  manifestly  impos- 
sible. The  new  law,  therefore,  follows  what  may  be 
called  the  principle  of  granting  the  taxpayer  a  propor- 
tional offset  or  deduction.  It  provides  in  effect  that, 
from  the  income  received  from  taxable  intangible  prop- 
erty, the  taxpayer  may  deduct  such  a  proportion  of  the 
interest  paid  on  his  total  indebtedness  as  the  income 
which  he  derives  from  taxable  intangible  property  bears 
to  his  total  income. 

The  provisions  of  the  law  at  this  point  are  necessarily 
complicated,  but  their  practical  operation  may  be 
shown  by  the  three  following  cases:  a  person  receiving 
$99,000  of  income  from  taxable  intangible  property  and 
$1000  of  income  from  other  sources  may  deduct  from  his 
taxable  income  derived  from  intangible  property  99  per 
cent  of  the  interest  paid  upon  his  indebtedness;  a  person 
receiving  $50,000  of  income  from  taxable  intangibles, 
and  $50,000  from  other  sources  will  be  able  to  deduct 
one-half  of  the  interest  which  he  pays  upon  his  debts; 
and,  finally,  a  person  receiving  $1000  from  taxable 
intangible  property  and  $99,000  from  other  sources  will 
be  permitted  to  deduct  but  one  per  cent  of  the  interest 
upon  his  obligations.  These  cases  do  not  take  account 
of  all  the  provisions  of  the  law  and  are  intended  merely 
to  illustrate  the  principle  which  is  eminently  fair  and  in 
practice  should  offer  no  serious  diflSiculties. 

Another  departure  from  former  practice  is  the  pro- 
vision which  grants  an  exemption  of  $300  of  income  from 
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intangible  property  to  persons  whose  total  income  from 
all  sources  does  not  exceed  $600  during  the  year  in 
respect  of  which  the  tax  is  assessed.  Under  the  old  law 
a  person  owning  taxable  securities  received  no  exemp- 
tion, and  in  many  cases  where  small  estates  were 
uncovered  in  the  probate  courts  great  hardship  arose. 
There  was,  indeed,  a  provision  that  the  assessors  might 
exempt  the  polls  and  any  portion  of  the  estates  of  per- 
sons who  by  reason  of  age,  infirmity,  or  poverty  were 
deemed  to  be  unable  to  contribute  toward  the  public 
charges.  But  this  did  not  meet  the  needs  of  the  case, 
since  a  person  with  a  capital  of  five  or  ten  thousand 
dollars  was  not  in  a  position  to  plead  "  poverty."  Thus 
it  came  about  that  persons  deriving  small  incomes  from 
taxable  property  were  frequently  taxed  for  twenty  or 
twenty-five  per  cent  of  such  incomes.  The  new  law  not 
only  reduces  the  rate  of  taxation  to  6  per  cent  of  the 
income  from  intangibles,  but  provides  an  exemption 
of  $300. 

The  tax  imposed  upon  income  derived  from  annuities 
and  from  "  professions,  employments,  trade,  or  busi- 
ness "  will  be  levied  at  the  uniform  rate  of  1}  per  cent. 
This  is  a  trifle  less  than  the  average  of  the  local  tax  rates 
to  which  such  incomes  were  subject  under  the  old  law. 
It  is  expected,  however,  that  the  assessments  made  by 
state  authorities  will  be  so  much  more  complete  that 
the  revenue  will  be  considerably  greater  than  formerly. 
The  new  law  continues  the  exemption  of  $2000  of  pro- 
fessional, personal,  or  trade  incomes,  and  provides  the 
further  exemption  of  $600  for  a  married  person  and  $260 
for  each  child  under  the  age  of  eighteen  years,  or  for  a 
parent  dependent  upon  the  taxpayer  for  support;  but 
provides  that  the  total  exemption  shall  in  no  case  exceed 
$3000.  Income  from  annuities  received  no  exemptions 
under  the  old  law,  but  under  the  new  has  an  exemption 
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of  $300  if  the  total  income  of  the  annuitant  from  all 
sources  does  not  exceed  $600. 

In  its  provisions  concerning  professions,  employ- 
ments, trade,  or  business,  the  new  law  is  noteworthy 
because  it  carefully  defines  taxable  income.  The  old 
law  merely  provided  that  the  "  income  "  from  such 
sources  should  be  taxed,  and  that  income  derived  from 
property  subject  to  taxation  should  not  be  taxed.  The 
Supreme  Court  held,  however,  that  this  permitted  the 
taxation  of  the  entire  income  of  a  merchant  even  tho 
his  merchandise  might  be  subject  to  local  taxation,^  so 
that  in  fact  double  taxation  of  merchandise  and  the 
income  derived  therefrom  was  possible.  The  new  law 
imposes  the  tax  upon  the  net  income  of  a  business, 
determined  substantially  as  any  good  accountant  would 
compute  it;  and  then  provides  that  a  taxpayer  may 
deduct  from  such  net  income  a  smn  equal  to  5  per 
cent  of  the  assessed  value  of  the  tangible  property, 
real  and  personal,  owned  by  him  and  used  in  the 
business. 

The  tax  of  3  per  cent  imposed  upon  profits  derived 
from  dealings  in  intangible  personal  property  is  levied 
upon  all  inhabitants  of  the  Commonwealth  whether  or 
not  they  are  engaged  in  the  business  of  dealing  in  such 
property.  It  also  applies  to  dealings  in  all  classes  of 
securities,  taxable  and  non-taxable.  The  tax  is  to  be 
levied  upon  the  "  excess  of  the  gains  over  the  losses,^' 
and  is  to  be  assessed  annually.  But  the  law  provides 
that  trustees  or  other  fiduciaries  shall  be  assessed  at  the 
time  a  trust  is  terminated  unless  it  continues  for  more 
than  five  years,  in  which  case  the  assessment  shall  be 
made  at  least  in  every  fifth  year. 

This  provision  of  the  act  occasioned  considerable 
discussion.    Without  it  gains  from  dealings  in  intan- 

1  WQooz  T.  Bfiddlenx  County  CommuMOiMn,  108  Mms.  644. 
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gible  property  would  have  been  taxable  at  the  rate  of 
IJ  per  cent  if  they  formed  part  of  the  income  of  any 
business  carried  on  by  inhabitants  of  the  Common- 
wealth; but  they  would  not  have  been  taxable  to  indi- 
viduals who  speculated  in  securities.  Now  an  income 
tax  differs  from  a  property  tax  in  that  it  exempts  from 
taxation  property  yielding  no  income,  which,  if  it  has 
any  value,  would  be  taxable  under  a  property  tax.  It 
is  obviously  the  intention  of  the  new  law  that  persons 
who  fifpeculate  in  non-dividend-yielding  stocks  shall  be 
taxed  upon  their  speculative  gains,  even  tho  they  may 
not  be  engaged  in  the  business  of  buying  or  selling  intan- 
gible property.  That  the  rate  was  placed  at  3  per  cent 
instead  of  1|  P^i*  cent  was  perhaps  due  in  part  to  the 
desire  to  tax  the  '^  speculator  " ;  but  it  is  also  explicable 
on  the  ground  that  intangible  property  is  now  exempt 
from  taxation  as  property,  so  that  persons  who  deal  in  it 
may  fairly  be  required  to  pay  a  somewhat  heavier  rate 
than  persons  who  deal  in  merchandise  or  other  taxable 
tangible  property. 

As  already  stated,  the  administration  of  the  income 
tax  is  placed  in  the  hands  of  the  state  tax  commissioner. 
It  was  not  to  be  expected  that  the  tax  would  work  well 
if  administrated  in  approximately  three  hundred  and 
fifty  different  wajrs  by  approximately  three  hundred  and 
fifty  local  boards  of  assessors;  and  Massachusetts  acted 
wisely  in  turning  the  work  over  to  the  Commonwealth. 
During  the  fifty  years  of  its  existence,  the  tax  commis- 
sioner's department  has  been  administered  in  a  manner 
that  has  commanded  general  confidence,  and  all  that 
needed  to  be  done  was  to  add  to  its  equipment  a  new 
bureau  charged  with  the  assessment  and  collection  of 
the  income  tax. 

The  tax  commissioner  accordingly  is  authorized  to 
appoint  an  income  tax  deputy  who  will  have  general 
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charge  of  the  taxation  of  incomes.  He  is  also  to  divide 
the  state  into  districts,  and  to  appoint  an  income  tax 
assessor  for  each  district.  Thus  the  administration  will 
be  in  some  measm*e  localized^  but  the  niunber  of  dis- 
tricts will  probably  not  exceed  ten  or  twelve,  and  respon- 
sibility will  rest  with  a  single  ultimate  authority,  the 
state  tax  conmiissioner.  Under  this  arrangement  there 
will  undoubtedly  be  intelligent  and  even-handed  en- 
forcement of  the  law  in  every  city  and  town,  so  that 
taxpayers  will  have  the  assurance  that  all  citizens  are 
being  treated  alike.  The  tax  commissioner  is  authorized 
to  make  necessary  rules  and  regulations  for  the  assess- 
ment and  collection  of  the  income  tax,  and  will  un- 
doubtedly be  given  a  generous  allowance  for  necessary 
expenses.  Upon  the  administrative  side,  therefore,  the 
law  of  1916  seems  to  make  adequate  provision  for  strict 
enforcement  of  the  tax  upon  incomes. 

Information  at  the  source  is  also  required  in  certain 
cases.  Every  employer  of  labor  must  report  to  the  tax 
conmiissioner  the  names  and  addresses  of  all  regular 
employees  who  are  inhabitants  of  Massachusetts,  and 
have  received  wages,  salaries,  or  other  compensation 
in  excess  of  $1800  during  the  previous  calendar  year. 
Also  corporations  doing  business  in  the  Commonwealth 
and  volimtary  associations  having  transferable  shares 
are,  imless  their  stocks  fall  within  the  class  of  tax- 
exempt  securities,  required  to  report  the  names  of  their 
shareholders.  They  are  further  required  to  report  the 
names  of  all  inhabitants  of  Massachusetts  to  whom  they 
have  paid  annuities  or  interest  upon  their  bonds,  notes, 
or  other  evidences  of  indebtedness,  except  interest  on 
coupon  bonds  and  incomes  exempt  from  taxation  imder 
the  act.  Neither  of  these  requirements  is  unduly  bm*- 
densome,  so  that  no  such  difficulties  will  arise  as  have 
developed  imder  the  federal  income  tax. 
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A  final  provision  of  interest  is  that  concerning  the 
taxation  of  personal  property  in  the  year  1917  when  the 
new  law  goes  into  effect.  Since  intangible  property  is 
hereafter  to  be  exempt  from  local  taxation,  many  tax- 
payers will  be  entitled  to  reductions  of  the  local  assess- 
ments upon  their  personalty ;  but  since  tangible  personal 
property  today  is  frequently  under-assessed,  it  is  impor- 
tant that  such  persons  should  not  receive  greater 
reductions  than  they  are  entitled  to.  The  law,  therefore, 
provides  that  in  1917  no  local  assessment  of  personal 
estate  shall  be  reduced  below  the  amount  assessed  in 
1916,  unless  the  taxpayer  makes  a  return  of  his  tangible 
personal  property.  This  means  that,  in  order  to  benefit 
by  the  exemption  of  intangible  property  or  income 
formerly  subject  to  local  taxation,  taxpayers  must  file 
with  their  local  assessors  in  1917  a  return  of  their  tax- 
able personalty.  For  the  average  citizen  this  will  mean 
household  furniture  in  excess  of  $1000,  automobiles, 
carriages,  horses,  and  live  stock;  and  for  merchants 
and  manufacturers  it  will  mean  a  return  of  merchandise 
and  machinery.  In  this  manner  there  will  be  secured 
a  much  fuller  assessment  of  tangible  personalty  than 
ever  before;  so  that  the  new  law,  by  providing  a  just 
and  practicable  method  of  taxing  intangibles,  will 
remove  many  of  the  difiSculties  that  have  hitherto 
attended  taxation  of  tangible  personalty.  In  this 
respect  it  is  probable  that  the  experience  of  Massa- 
chusetts will  be  the  same  as  that  of  the  few  other 
states  that  have  adopted  fair  and  efficient  methods  of 
taxing  intangible  property. 

The  new  law  is  calculated  to  yield  a  revenue  some- 
what greater  than  is  now  derived  from  intangible  prop- 
erty and  taxable  incomes,  and  there  can  be  little  doubt 
that  it  will  fulfil  expectations.  It  should  be  remem- 
bered, however,  that  Massachusetts  has  been  taxing 
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some  $500;000,000  or  $550,000;000  of  intangible  per- 
sonalty, 80  that  the  results  of  the  new  art  cannot  be  as 
spectacular  as  those  seciu-ed  in  other  states  where 
intangible  property  had  formerly  contributed  little  or 
nothing. 

The  intangible  property  taxed  in  1914  probably  paid 
somewhat  less  than  the  average  rate  of  taxation  because 
of  its  concentration  in  wealthy  towns.  If  we  estimate 
that  it  paid  $16  per  $1000,  it  yielded  a  revenue  of 
$8,000,000  to  $8,800,000.  The  amount  of  incomes  now 
taxed  is  not  known,  but  it  probably  does  not  exceed 
$20,000,000,  and  the  taxes  collected  from  this  source 
cannot  exceed  $350,000  or  $400,000.  The  new  income 
tax,  therefore,  must  yield  from  eight  to  nine  millions  of 
dollars  in  order  to  offset  the  loss  of  revenue  occasioned 
by  the  exemption  of  intangible  property  and  income 
from  local  taxation.  It  ought  to  do  so,  since  all  the 
estimates  show  that  there  are  in  the  state  enough  tax- 
able intangibles,  and  professional,  personal  or  trade 
incomes,  to  give  the  desired  result.  This  calculation 
assumes  that  the  exemption  of  intangibles  and  income 
from  local  taxation  will  decrease  local  assessments  of 
personal  property  by  some  $550,000,000.  But  this  will 
not  be  the  case,  because  of  the  provision  that  such  assess- 
ments shall  not  be  less  in  1917  than  in  1916  imless  tax- 
payers bring  in  returns  of  their  taxable  property.  The 
law,  therefore,  is  certain  to  produce  a  larger  revenue 
from  tangible  personal  property,  an  important  factor  of 
safety  in  calculations  of  the  probable  result  of  the  new 
income  tax. 

Greatly  in  favor  of  the  new  act  is  the  fact  that  it  was 
adopted  only  after  some  years  of  serious  discussion 
which  familiarized  the  people  of  the  Commonwealth 
with  the  evils  of  the  existing  system  and  the  need  of 
having  reasonable  and  enforcible  tax  laws.    It  repre- 
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sents  fit  fairly  general  consensuB  of  opinion  reached  after 
thoro  consideration,  and  therefore  promises  to  solve 
the  most  vexatious  of  taxation  problems.  This  has  been 
the  experience  of  other  states  that  have  introduced 
reasonable  methods  of  taxing  intangible  property, 
and  there  is  little  ground  for  doubt  about  the  result  in 
Massachusetts. 

Charles  J.  Bullock. 

HaBYABD  UlOyilBSITT. 
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Scientific  management  so-called  is  one  phase  of  the 
efficiency  philosophy  and  movement  which  of  late  have 
gripped  the  imagination  of  the  business  world  and 
which  may  be  said  to  constitute  the  latest  phase  of 
capitalistic  industrial  development.  The  term  "  scien- 
tific management''  is  of  quite  recent  origin.  In  its 
genesis  it  had  reference  specifically  to  the  "  Taylor 
System,"  first  developed  and  applied  by  the  late 
Frederick  W.  Taylor,  the  well-known  author  of  "  Shop 
Management,"  and  joint  inventor  of  the  Taylor-White 
process  for  the  manufacture  of  high-speed  tool  steel. 
By  custom  it  has  been  extended  gradually  to  include 
several  modifications  and  imitations  of  the  Taylor 
system,  and  some  systems  for  which  independence  of 

i  The  paper  here  printed  wm  undertaken  by  the  late  Prof  eaeor  Hozie  at  the  request 
of  the  editon  of  thie  Journal,  and  had  been  virtually  completed  by  him;  none  but  slicht 
verbal  alterations  have  been  made  in  his  manusoript.  The  fulness  of  information  whieh 
it  shows,  its  insight,  large  sympathy,  and  high  judicial  quality  add  to  the  sense  of  loss 
which  wss  felt  at  his  untimdy  death  (June  22,  lOld)  by  lUl  ecMmomists  and  especially  by 
students  of  his  chosen  field. 


Digitized  by  VjOOQIC 


LABOR  VS.  SCIENTIFIC  MANAGEMENT  63 

development  is  claimed.  Thus  at  the  present  time  in 
common  usage  it  is  generally  applied  indiscriminately 
to  the  systems  of  Mr.  Taylor,  Mr.  H.  L.  Gantt,  and 
Mr.  Harrington  Emerson,  and  frequently  to  the  prin- 
ciples and  methods  of  several  other  so-called  "  efficiency 
experts." 

The  various  systems  thus  commonly  included  under 
the  general  term  differ  specifically  in  many  respects, 
but  they  all  haye  in  common  certain  purposes  and 
methods  which  constitute  the  basis  of  organized  labor's 
opposition. 

Theoretically,  scientific  management  is  an  attempt 
through  accurate  industrial  analysis  to  discover  and 
put  into  operation  the  objective  facts  and  laws  which 
underlie  true  efficiency  in  production.  In  its  broadest 
and  best  appUcation  it  attempts  through  this  process  of 
analysis  to  determine  the  best  location  and  structure 
of  the  shop  for  the  particular  manufacture  designed; 
the  most  efficient  processes  and  methods  of  production 
in  general  and  in  detail;  the  material,  organic  and 
human  arrangements  and  relationships  best  suited  to 
further  the  productive  process;  the  most  effective 
character,  arrangements  and  uses  of  the  machinery, 
tools  and  materials  employed;  the  methods  of  selection 
and  training  of  the  workmen  and  managerial  force  most 
conducive  to  efficiency;  the  character  and  amount  of 
work  which  can  and  ought  to  be  performed  by  each 
member  of  the  labor  and  managerial  force;  the  pay- 
ment to  be  accorded  each  individual  in  the  interests  of 
efficiency  and  justice;  and  in  general  it  aims  to  discover 
all  the  material,  organic  and  human  qualities,  arrange- 
ments and  relationships  which  will  result  in  greatest 
output  and  lowest  cost. 

The  principal  and  distinctive  device  by  which  scien- 
tific management  attempts  thus  to  discover  and  put 
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into  operation  the  objective  facts  and  laws  of  industrial 
efficiency,  is  time  and  motion  study. 

It  is  tiie  use  of  time  and  motion  study,  not  only  for 
task  setting  but  for  the  improvement  and  standardiza- 
tion of  all  the  mechanical  and  organic  features  and 
arrangements  of  the  productive  concern,  that  chiefly 
distinguishes  scientific  management  from  all  previous 
systems  of  production.  Through  the  use  of  time  and 
motion  study  and  the  modes  of  payment  which  it  has 
devised,  it  has  been  claimed  that  scientific  management 
not  only  increases  efficiency  and  lowers  costs,  but  does 
larger  and  more  difficult  thiags.  We  are  told  that  it 
substitutes  in  the  shop  the  government  of  fact  and  law 
for  the  rule  of  force  and  opinion,  i.  c,  substitutes  the 
democracy  of  science  for  the  autocratic  rule  of  employers 
or  workmen,  and  removes  the  rough,  arbitrary  and  often 
unjust  discipline  of  foremen  and  superintendents; 
assigns  to  each  worker  the  task  for  which  he  is  best 
fitted;  trains  the  workers  in  the  best  and  easiest 
methods  of  work;  protects  them  from  over-exertion 
and  exhaustion;  safeguards  them  against  arbitrary 
discharge,  and  lengthens  their  term  of  service;  raises 
wages;  eliminates  arbitrary  rate-cutting,  and  affords  in- 
creased opportunities  for  advancem^it  and  promotion; 
and  finally,  renders  mmecessary  trade  imionism  and 
collective  bargaining  as  means  of  protection  to  the 
workmen. 

Such  in  briefest  outline  is  the  essential  character  of 
scientific  management  and  such  are  the  essential  claims 
made  for  it.  Why  then  does  organized  labor  stand  in 
definite  and  uncompromising  opposition  to  it  ? 

There  are  more  than  a  hundred  specific  reasons 
alleged  by  the  representatives  of  organized  labor  to 
account  for  their  determined  opposition  to  scientific 
management,  and,  doubtless,  there  are  many  other 
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points  of  opposition  which  are  not  openly  proclaimed. 
In  my  study  last  year/  I  attempted  to  gather  up  these 
scattered  allegations  and  reduce  them  to  some  sort  of 
system.  Thus  classified  and  generalized  to  the  nth 
degree,  they  comprehend  the  following  main  points. 

Scientific  management,  say  the  imion  representatives, 
is  a  device  employed  for  the  purpose  of  increasing  pro- 
duction and  profits,  which  concerns  itself  almost  wholly 
with  the  problem  of  production,  disregarding  in  general 
the  vital  problem  of  distribution.  As  such  it  is  a  rever- 
sion to  industrial  autocracy  which  forces  the  workers  to 
dq)end  upon  the  employers'  conception  of  fairness  and 
limits  the  democratic  safeguards  of  the  workers.  It  is 
unscientific  and  unfair  in  the  setting  of  the  task  and  in 
the  fixing  of  wage  rates;  in  spirit  and  essence  it  is  a 
cunningly  devised  speeding-up  and  sweating  system; 
it  intensifies  the  modem  tendency  toward  specialization 
of  the  work  and  the  task;  it  condemns  the  worker  to  a 
monotonous  routine  and  tends  to  deprive  him  of 
thought,  initiative  and  joy  in  his  work  and  to  destroy 
his  individuality  and  inventive  genius;  it  lessens  the 
continuity  and  certainty  of  employment,  and  leads  to 
over-production  and  unemployment;  it  is  incompatible 
with,  and  destructive  of,  collective  bargaining  and  trade 
nnionism. 

Belief  in  these  chaises,  in  whole  or  in  part,  which  I 
found  on  fiu*ther  investigation  was  general  among 
organized  laborers,  is  sufficient  to  account  superficially 
and  inmiediately  for  the  determined  opposition  of 
unions  and  union  men  to  the  introduction  and  operation 
of  scientific  management.  Yet  the  statement  of  these 
objections  does  not  furnish  any  very  real  or  significant 
answer  to  the  question  why  organized  labor  opposes 

^  The  referenee  is  to  the  volume  on  Scientific  Miwiagement  and  Labor,  published  by 
Hoxieinl916. 
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scientific  management.  It  gives  answer  in  terms  of 
belief  only.  It  gives  no  clue  to  the  causes  of  this  belief, 
and,  therefore,  none  to  the  real  nature  of  the  opposition 
—  to  the  forces  which  have  created  the  opposition,  and 
hence  its  strength  and  significance.  In  short,  this  state- 
ment of  belief  does  not  go  to  the  root  of  the  matter  and 
enlighten  us  in  regard  to  the  fundamental  question.  In 
order  to  do  this,  we  must  dig  below  the  surface  and  find 
the  basic  or  ultimate  reasons  for  these  expressed  beUefs. 
During  my  work  of  investigation  last  year  several 
suggestions  were  brought  forward  both  by  opponents 
and  advocates  of  scientific  management  to  accoimt  in 
general  and  causal  terms  for  the  attitude  and  belief  of 
organized  labor  which  I  have  tried  to  summarize  above. 
It  was  suggested  that  the  opposition  was  ascribable  to 
various  causes.  (1)  To  general  ignorance  on  the  part  of 
the  union  workers  of  the  true  nature,  methods,  and  re- 
sults of  scientific  management.  (2)  To  general  and  ftm- 
damental  distrust,  which  the  workers  have  acquired 
from  bitter  experience,  of  anything  new  or  different  in 
industrial  organization  and  methods.  (3)  To  a  propa- 
ganda of  opposition  among  the  rank  and  file  of  union 
men  conducted  by  the  leaders,  who  fear  that  if  a  better 
tmderstanding  is  allowed  to  grow  up  between  the  real 
workers  and  the  employers,  their  prestige  and  emolu- 
ments will  be  decreased,  and  even  perhaps  their  posi- 
tions abolished  and  they  be  reduced  again  to  the  ranks. 
(4)  To  the  crudities  of  scientific  management,  still  in  its 
beginnings,  and  to  the  many  abuses  of  it  in  practice  by 
charlatans  and  by  ignorant  and  unscrupulous  employers, 
who  trade  upon  the  name  without  understanding  the 
intricate  and  delicate  nature  of  the  thing,  the  time  and 
patience  necessary  for  its  development,  or  who  delib- 
erately violate  its  spirit  and  methods  for  labor  driving 
purposes.     (5)  To  present  dominant  ideals  of  trade 
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unionism  which  are  incompatible  with  those  of  scientific 
management  as  conceived  by  Mr.  Taylor;  a  suggestion 
made  by  Mr.  Taylor  himself,  who  said:  "Scientific 
management  rests  upon  the  fundamental  assumption 
that  a  harmony  of  interests  exists  between  employers 
and  workmen.  It  is  therefore  organized  for  peace, 
while  trade  imionism  is  organized  for  war.  .  .  .  Scien- 
tific management  rests  upon  the  assumption  that  the 
welfare  of  all  demands  ever  increased  efficiency  and 
output;  trade  unionism  is  committed  to  the  limitation 
of  output." 

Doubtless  each  of  these  suggestions  has  some  validity, 
but  none  of  them  nor  all  of  them  together  seem  sufficient 
to  account  for  the  general  and  determined  opposition  of 
the  unions.  Moreover,  some  of  them,  while  perhaps  not 
positive  misstatements,  are  yet  misleading  in  their 
implications.  Let  us  then  consider  each  of  them  briefly 
on  its  merits  and  through  this  try  to  arrive  at  the 
essential  meaning  of  the  union  attitude  toward  scientific 
management. 

(1)  It  is  true  that  there  has  been  and  is  now  a  great 
lack  of  adequate  knowledge  of  the  true  natiire,  methods 
and  results  of  scientific  management  as  a  whole  on  the 
part  of  the  great  mass  of  organized  workers,  both  the 
leaders  and  the  rank  and  file.  But  it  is  equally  true  that 
increase  of  knowledge,  which  is  going  forward  steadily, 
does  not  result  in  any  abatement  of  union  opposition. 
Here  and  there,  individual  members  of  unions  or  small 
groups  of  imion  workers  who  are  brought  into  actual 
contact  with  efficiency  methods  in  the  shop,  do  become 
reconciled  to  scientific  management  and  are  sometimes 
even  enthusiastic  advocates  of  it.  But  the  significant 
tiling  to  note  here  is  that  these  same  men  generally  cease 
to  be  "  good  unionists  "  in  spirit,  even  if  they  do  not 
drop  their  union  affiliation  altogether  and  become  its 
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opponents.  The  increased  knowledge  which  leading 
unionists  have  recently  gained  of  scientific  manage- 
ment, in  theory  and  in  practice,  has  intensified  rather 
than  lessened  their  opposition  and  that  of  the  union 
movement  in  general. 

(2)  There  is  no  doubt  that  general  and  almost  instinc- 
tive distrust  of  the  new,  strange  and  different  has  played 
a  part  in  rousing  union  opposition  and  to  a  certain  extent 
is  effective  in  continuing  it.  It  has  been  groimd  into  the 
consciousness  of  laborers  by  long  and  bitter  experience 
that  industrial  change  through  invention  and  the  appU- 
cation  of  new  machinery  and  processes,  however  benefi- 
cial it  is  to  society  as  a  whole  and  even  to  labor  in  the 
long  run,  usually  results  in  taking  toll  immediately  from 
the  individual  worker  or  the  working  group  concerned. 
It  leads  to  displacement  or  lessened  security  of  employ- 
ment, often  in  lower  wage  rates  and  long  hours,  through 
the  increased  competition  of  lower  grades  of  workmen 
and  the  lower  cost  and  prices  of  the  products  affected. 
The  history  of  industrial  development  is  full  of  incidents 
of  this  kind,  and  no  better  example  can  be  foimd  than 
the  case  of  the  English  weavers  and  spinners  which  Mr. 
Taylor  was  so  found  of  citing.  For  more  than  a  genera- 
tion after  the  application  of  the  great  inventions  which 
revolutionized  the  cotton  manufacturing  industry  in 
England,  the  competition  of  women  and  children 
operated  to  displace  the  men,  to  lower  wages,  and  to 
lengthen  hours,  to  such  an  extent  that  this  industry  as 
it  then  existed  has  become  the  classical  example  of 
modem  labor  oppression  and  degradation.  The  world, 
and  even  labor,  ultimately  gained;  but  meanwhile  the 
workman  concerned,  the  head  of  the  family,  sat  at 
home,  swept  the  house,  cooked  and  darned,  while  his 
wife  and  children,  down  even  to  the  age  of  five  years, 
worked  in  the  factory  from  four  and  five  o'clock  in  the 
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morning  till  seven  and  eight  o'clock  at  night,  under  the 
most  unsanitary  and  unsafe  conditions,  often  treated 
with  unheard  of  brutality,  and  for  an  aggregate  wage 
that  scarcely  sufficed  for  the  food,  clothing  and  shelter 
necessary  to  keep  body  and  soul  together.  And  what 
was  true  of  the  English  cotton  industry  has  tended  to 
be  true  in  a  lesser  degree  of  industrial  changes  generally. 
The  workmen  immediately  concerned  have  tended  to  be 
penalized  that  society  might  reap  the  advantages  of 
industrial  progress.  What  wonder  then  that  they  have 
come  instinctively  to  dread  change  of  any  kind  that 
immediately  affects  their  work  and  to  oppose  such 
change  unless  it  is  accompanied  by  positive  guarantees 
that  they  shall  immediately  share  in  the  social  gains,  or, 
at  least,  suffer  no  loss  of  employment  and  no  derogation 
of  their  standards  of  work  and  wages  as  the  result  of 
the  improvements  ?  And  surely  we  can  hardly  expect 
the  workman  with  a  dependent  family  and  no  savings 
ahead  to  welcome  innovations  that  threaten  to  render 
less  valuable  his  acquired  skill,  to  throw  him  even 
temporarily  out  of  employment,  or  to  transfer  him  to 
employment  which  conunands  a  lower  wage  rate,  simply 
because  these  changes  will  redound  ultimately  to  the 
benefit  of  society,  to  labor  as  a  whole,  or  even  in  the  long 
run  to  his  own  advantage,  when  a  month  of  unemploy- 
ment, two  weeks  even,  may  bring  him  and  his  to  the 
verge  of  want,  while  a  few  months  or  years  of  employ- 
ment at  a  lower  wage  level  may  mean  the  wrecking 
of  all  his  hopes  for  a  home,  for  the  education  of  his 
children,  for  provision  against  sickness  and  old  age, 
or  may  mean  even  the  break-up  and  scattering  of  his 
family. 

(3)  That  trade  union  officers  and  leaders  have  of  late 
carried  on  a  persistent  and  ever  increasing  propaganda 
against   scientific   management   cannot   be   gainsaid. 
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Stray  sentences  from  Mr.  Taylor's  works  which  could 
be  interpreted  as  inimical  to  the  workers  and  their  wel- 
fare,  and  particular  instances  of  abuses  and  perversions 
of  scientific  management,  have  been  dramatically  pre- 
sented to  the  rank  and  file  of  imionism  as  indicative  of 
the  general  character  and  results  of  the  system,  much 
in  the  same  spirit  as  texts  from  the  Bible  were  formerly 
used  by  the  clergy  to  warn  the  imconverted  of  the 
dangers  of  hell  fire.  The  motives  which  imderUe  this 
propagandistic  work  I  need  not  attempt  to  interpret. 
Whatever  the  motive,  the  effect  has  undoubtedly  been 
to  rouse  the  latent  distrust  and  quicken  the  opposition 
of  the  rank  and  file  of  organized  laborers.  But  here 
again  we  find  no  force  potent  enough  to  accotmt  for  the 
general  opposition  of  the  union  laity;  for  it  is  a  well 
established  fact  that  the  rank  and  file  of  imionism  are 
quick  to  distrust  their  leaders  when  these  leaders  take 
a  position  which  seems  to  run  counter  to  their  own 
preconceptions  and  beliefs  drawn  from  immediate 
experience  or  tradition.  Let  the  union  leader  endeavor 
to  enforce  on  the  rank  and  file  something  which  is 
fundamentally  opposed  to  their  standards  and  beliefs, 
and  he  soon  finds  that  his  leadership  is  of  the  quality 
represented  by  that  of  the  man  at  the  head  of  the  charg- 
ing crowd.  If  he  is  to  lead  he  must  run  fast  to  keep  them 
oflf  his  heels,  and  he  must  run  where  the  mind  of  the 
crowd  wills. 

(4)  The  crudities  of  scientific  management  in  prac- 
tice, and  its  many  abuses  by  charlatans  or  by  ignorant 
and  unscrupulous  employers  —  conditions  and  abuses 
the  prevalence  of  which  the  scientific  management  group 
would  be  the  last  to  deny  or  to  attempt  to  minimize  — 
furnish  the  union  propagandists  with  an  inexhaustible 
arsenal  of  facts  and  inferences  with  which  to  illustrate 
their  texts  and  reinforce  the  multitude  of  charges  which 
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they  hurl  against  the  new  movement.  But  the  very 
employment  of  these  abuses  to  create  opposition  against 
scientific  management  per  ae,  and  the  persistent  refusal 
to  attempt  or  even  to  admit  any  distinction  between 
scientific  management  as  exemplified  in  the  better  class 
of  shops  where  its  ideals  and  principles  are  being 
patiently  worked  out  and  its  mushroom  counterfeits 
where  these  ideals  and  methods  are  consciously  per- 
verted, point  to  grounds  of  opposition  aside  from  and 
beyond  its  abuses,  and  grounds  which  evidently  have 
not  yet  been  disclosed. 

(5)  Finally,  then,  we  come  to  Mr.  Taylor's  own 
e:q>lanation  of  imion  opposition  in  the  incompatibility 
of  the  ideals  of  scientific  management  and  unionism,  in 
that  the  one  is  organized  for  peace  and  harmonious 
action  between  employers  and  workmen,  the  other  for 
war;  that  the  one  demands  an  ever  increased  efficiency, 
while  the  other  is  committed  to  limitation  of  output. 

Do  we  come  here  to  the  real  and  ultimate  answer  to 
the  question,  why  does  organized  labor  oppose  scientific 
management?  In  a  certain  sense  I  believe  that  we  do. 
I  believe  that  the  persistent  and  growing  opposition  of 
unionism  to  scientific  management  does  rest  finally 
upon  a  fundamental  opposition  of  the  ideals  essentially 
characteristic  of  the  two  things.  But  I  cannot  subscribe 
to  Mr.  Taylor's  analysis  of  this  proposition  —  his 
explicit  statement  of  the  opposed  ideals  of  scientific 
management  and  organized  labor  —  because  I  believe 
that  he  has  here  misinterpreted  the  really  fundamental 
ideals  of  trade  imionism.  He  has  mistaken  action  for 
motive, — the  objective  facts  of  imion  policy  imposed  by 
circumstances  for  the  underljdng  purposes  of  imionism 
which  have  been  forced  to  find  expression  in  facts  which 
belie  their  real  nature.  In  so  doing,  I  believe  that  he 
committed  a  similar  error  to  that  of  the  unionists  in 
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judging  the  ideals  of  scientific  management  by  its 
crudities  and  abuses. 

In  this  connection  it  is  misleading  to  speak  of  union- 
ism as  a  whole.  In  fact  there  is  no  such  thing  as  union- 
ism in  the  sense  of  a  consistent  organic  or  functional 
unity.  On  the  contrary,  "  there  are  in  the  United 
States  today  himdreds  of  union  organizations  each 
practically  independent  or  sovereign,  and  each  with  its 
own  and  often  peculiar  structural  arrangements,  aims, 
pohcies,  demands,  methods,  attitudes  and  internal 
regulations.  Nor  is  there  any  visible  or  tangible  bond 
that  unites  all  these  organizations  into  a  single  whole, 
however  tenuous.  Groups  there  are,  indeed,  with  over- 
structures  and  declared  conmion  aims  and  methods. 
But  group  combats  group  with  the  bitterness  that  can 
arise  only  out  of  the  widest  diversity  of  ideals  and 
methods."  In  short,  trade  unionism  is  everywhere  very 
much  of  an  opportunistic  phenomenon.  Unionists  have 
been  prone  to  act  first  and  to  formulate  theories  after- 
ward; and  they  have  habitually  acted  to  meet  the 
problems  thrust  upon  them  by  immediate  circum- 
stances. Modes  of  action  which  have  failed  when  meas- 
ured by  this  standard  have  been  rejected  and  other 
means  sought.  Methods  that  have  worked  have  been 
preserved  and  extended,  but  always  the  standards  of 
judgment  have  been  most  largely  determined  by  the 
needs  and  experiences  of  the  particular  group  concerned. 

Under  these  circiunstances,  the  generalization  that 
we  can  most  legitimately  use  is  to  speak  of  a  dominant 
type  of  unionism,  and  we  may  perhaps  say  that  this 
dominant  type  is  represented  functionally  by  the  ideals 
and  methods  advocated  by  the  leaders  of  the  American 
Federation  of  Labor. 

It  is  with  respect  to  this  dominant  type  of  unionism 
that  I  beUeve  Mr.  Taylor  has  mistaken  the  objective 
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facts  of  policy  imposed  by  circumstances  for  under- 
lying purposes.  In  the  case  of  this  dominant  union 
type  the  reality  seems  to  be  this:  it  is  not  organized  for 
war,  tho  it  does  engage  in  warfare;  it  recognizes  the 
crying  need  for  increased  efficiency  and  productiveness, 
tho  it  does,  as  a  matter  of  fact,  under  certain  circum- 
stances and  for  reasons  which  we  shall  see  later,  limit 
the  output.  In  both  cases  it  has  been  forced  to  modify 
its  general  ideals  in  practice  by  the  conditions  and 
circumstances  which  it  has  fotmd  itself  obliged  to  face. 

The  truth  is  that  the  outlook  &nd  ideals  of  this  domi- 
nant t}rpe  of  unionism  are  those  very  largely  of  a  busi- 
ness organization.  Its  successful  leaders  are  essentially 
business  men  and  its  unions  are  organized  primarily  to 
do  business  with  employers  —  to  bargain  for  the  sale 
of  the  product  which  it  controls.  It  has  found,  however, 
by  long  and  general  experience  that  if  it  is  to  do  busi- 
ness with  the  average  employer  or  with  associations  of 
employers  it  must  be  prepared  to  fight.  But  throughout 
its  history  this  fighting  has  been  predominantly  con- 
ducted with  the  purpose  of  forcing  employers  to  recog- 
nize it  as  a  business  or  bargaining  entity.  Its  position 
and  experience  have  been  very  much  like  that  of  a  new 
and  rising  business  concern  attempting  to  force  its  way 
into  a  field  already  occupied  by  old  established  organi- 
zations in  control  of  the  market.  like  the  new  business 
concern,  it  has  had  to  fight  to  obtain  a  foothold.  But 
from  this  to  argue  that  it  is  organized  for  war  is  a 
complete  nan  aequitur. 

A  somewhat  similar  situation  has  existed  in  regard  to 
the  matter  of  output.  Business  unionism  has  recognized, 
in  general,  the  evils  of  restriction  and  has  been  willing 
to  allow  and  even  to  encourage  the  introduction  of  new 
machinery  and  improved  processes  and  methods,  and 
to  sanction  increased  effort  and  productiveness  on  the 
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paxt  of  its  members  up  to  reasonable  physiological 
limits,  provided  it  could  be  guaranteed  that  the  im- 
proved methods  and  the  increased  exertion  and  output 
should  not  be  made  the  means  of  lessening  the  share  of 
the  workers  in  the  product  or  forcing  upon  them  lower 
wage  rates  and  inferior  conditions  of  employment.  But 
here  again  it  has  found  the  average  employer  or 
employers'  association  standing  in  the  way.  It  has  been 
taught  by  long  and  bitter  experience  that  employers 
could  and  would  make  use  of  improvements  and 
increased  output  by  the  workers  not  only  to  seize  all  of 
the  gains  but  even  to  reduce  the  actual  rates  and  returns 
to  the  workers. 

The  fact  is  that  despite  all  theorizing  to  the  contrary, 
the  wages  of  workmen  xmder  the  unscientific  conditions 
that  have  prevailed  in  industry  are  not  determined 
automatically  by  specific  output  or  by  supply  and 
demand,  but  immediately  by  a  process  of  bargaining. 
The  two  most  important  factors  in  determining  the 
outcome  of  this  bargaining  process  have  been  the  cus- 
tomary normal  or  standard  day's  work  and  the  custom- 
ary standard  of  living  of  the  workers  concerned.  These 
have  been  the  practical  standards  of  right,  justice  and 
expediency  most  generally  considered.  In  bargaining 
between  employer  and  workmen,  as  it  has  generally 
taken  place  in  the  past,  if  the  employer  could  make  it 
appear  that,  imder  the  existing  conditions,  the  workers 
were  not  producing  up  to  the  standard  day's  work,  he 
had  a  strong  case  to  show  that  wages  ought  to  be 
lowered  or  that  more  work  ought  to  be  done  for  the 
same  pay,  which  amounts  virtually  to  lowering  the 
wage.  If,  further,  the  employer  could  make  it  appear 
that,  at  the  given  wage  rate,  or  on  the  basis  of  the 
standard  day's  work,  the  workers  could  secure  a  stand- 
ard of  living  higher  than  that  customary  with  them,  he 
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had  a  strong  case  to  show  that  the  wage  rate  ought  to  be 
lowered,  or,  at  least,  that  it  should  not  be  increased.  In 
a  contest  of  this  kind  the  employer  has  been  fairly  sure 
of  the  support  of  public  opinion,  arbitrators,  the  police 
and  the  courts. 

Now  the  workers  have  been  taught  by  long  experience 
that  the  average  employer  is  constantly  seeking  to  take 
advantage  of  these  facts  to  secure  an  increase  of  the  out- 
put and  at  the  same  time  to  lessen  the  share  and  the  amount 
of  the  product  going  to  the  workers.  Thus,  when  new 
machinery  and  methods  are  introduced,  he  points  to  the 
fact  that,  at  the  old  wage  rates  and  imder  the  old  con- 
ditions of  work,  the  laborers  are  abU  to  secure  earnings 
more  than  sufficient  to  maintain  their  customary 
standard  of  living,  and  makes  this  a  basis  for  lowering 
of  rates  or  at  least  of  a  refusal  to  increase  wages  and 
improve  conditions  of  work.  Where  competition  is 
keen,  he  has  usually  been  able  to  carry  this  off  by  adding 
to  the  arguments  stated  above  that  profits  have  not 
risen  or  that  they  have  positively  declined  as  the  result 
of  the  improved  methods.  Where  competition  has  been 
absent,  i.  e.,  where  a  combination  has  controlled  the 
goods  market,  the  employer  has  usually  been  strong 
enough  to  carry  his  point  regardless  of  facts  and  argu- 
ments. Thus  new  machinery  and  methods  have 
generally  not  improved  the  wages  and  conditions  of  the 
workers  immediately  concerned  and,  as  a  matter  of  fact, 
have  not  infrequently  lowered  them,  especially  where 
these  improvements  have  created  conditions  of  increased 
competition  among  the  workers,  as  they  very  generally 
have  done. 

Turning  now  to  the  other  aspect  of  the  matter  — 
increased  ^ort  and  productiveness  on  the  part  of  work- 
men where  no  improvement  in  methods  has  taken  place 
—  the  experience  of  the  workers  has  been  that  the  old 
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line  employer  has  been  constantly  endeavoring  to  speed 
them  up  and  over-reach  them  by  the  creation  of 
"  swifts  "  and  "  bell-horses,"  through  the  introduction 
of  "  company  men,"  by  threatening  and  coercing  indi- 
viduals whose  native  resisting  power  was  weak  or  whose 
circimistances  were  precarious,  and  by  offering  secret 
premiiuns  or  bonuses.  When  through  these  methods 
some  man  or  group  of  men  has  been  induced  to  speed 
up,  their  accomplishment  has  been  taken  as  the  stand- 
ard for  all  to  attain.  Thus,  in  the  case  of  day  work,  the 
accomplishment  of  the  strongest  and  swiftest  was  the 
goal  set  up  for  all,  if  wages  were  not  to  be  lowered,  while 
in  the  case  of  piece  work  the  rate  of  wages  tended  to  be 
lowered  by  these  exceptionally  rapid  workers,  because 
at  the  given  rate  it  could  be  shown  that  th^  could  make 
more  than  was  necessary  to  maintain  their  customary 
standard  of  living.  Under  these  circumstances  the 
workers  found  that  increased  efl&ciency  and  output  by 
members  of  their  immediate  group  tended  to  mean  not 
a  corresponding  increase  of  pay,  but  less  wages  for  all, 
or  more  work  for  the  same  pay;  and  the  only  way  they 
could  see  to  prevent  overspeeding  and  the  lowering  of 
rates  was  to  set  a  limit  on  what  any  individual  was 
allowed  to  do,  in  short  to  limit  individual  and  group 
output  until  the  employer  could  be  forced  to  guarantee 
increased  wages  for  increased  effort  and  output. 

These  are  facts  which,  I  believe,  cannot  be  contro- 
verted. No  one  recognized  this  more  clearly  than  Mr. 
Taylor  himself,  whose  denunciation  of  the  blindness  and 
unfairness  of  the  average  employer  on  accoimt  of  them 
has  not  been  exceeded  in  strength  and  bitterness  by  the 
labor  leaders,  and  who  declared  publicly  that  were  he  a 
worker  up  against  such  conditions  he  would  feel  as  they 
have  felt  and  do  as  they  have  done  in  the  matter  of 
limitation  of  output. 
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In  view  of  the  facts  of  the  case,  then,  as  truly  stated 
by  Mr.  Taylor,  the  circumstance  that  they  do  make  war 
and  that  they  do  limit  output  gives  so  far  no  positive 
grounds  for  Mr.  Taylor's  generalization  that  unionism 
is  organized  for  war,  that  unionism  is  committed  to 
limitation  of  output,  that  the  present  dominant  ideals 
of  unionism  are  incompatible  with  those  of  scientific 
management,  and  that  it  is  from  this  source  that  the 
opposition  of  unionism  comes. 

But  if  these  conclusions  hold,  why,  then,  you  will  at 
once  ask,  does  not  unionism  make  an  exception  in  the 
case  of  scientific  management,  which  is  itself  supposed 
to  be  engaged  in  a  struggle  to  eliminate  those  very  coer- 
cive and  oppressive  tactics  of  the  old  line  employers 
that  have  forced  imionism  to  limit  output  and  engage  in 
industrial  warfare  ?  Why,  in  the  case  of  scientific 
management,  which  is  supposed  to  be  committed  to  the 
strict  maintenance  of  rates,  to  the  elimination  of 
speeders  and  to  the  increase  of  earnings  with  im- 
proved methods  and  increased  output  by  the  workers, 
does  it  not  cease  its  warfare  and  raise  its  embargo 
on  increased  output  ?  Doubtless  the  various  causes 
of  union  opposition  which  we  have  discussed  are  a 
partial  explanation.  Ignorance  of  the  true  nature, 
methods  and  results  of  scientific  management,  distrust 
of  the  new  and  the  different  acquired  by  bitter  ex- 
perience, the  propagandist  influence  of  leaders,  the 
crudities  and  abuses  of  scientific  management  in  prac- 
tice,—  all  undoubtedly  tend  to  create  and  maintain 
tmion  opposition. 

But  these  things  are  not  sufficient  to  accotmt  for  it 
fully.  The  fact  is,  I  believe,  that  behind  and  beneath 
all  this  there  is  an  essential  incompatibihty  between  the 
basic  ideals  of  scientific  management  and  those  of  the 
dominant  type  of  trade  imionism.  Not  an  incompatibil- 
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ity  of  the  character  Mr.  Taylor  believed  to  exist,  but  one 
still  more  fundamental.  It  is,  I  believe,  this.  Scientific 
management  can  function  successfully  only  on  the  basis  of 
constant  and  indefinite  change  of  industrial  conditions  — 
the  constant  adoption  of  new  and  better  processes  and 
methods  of  production  and  the  imrestrained  ability  to 
adopt  the  mechanical,  organic  and  human  factors  at  its 
disposal  to  meet  the  demands  of  these  new  productive 
processes  and  methods.  On  the  other  hand,  trade 
unionism  of  the  dominant  type  can  function  successfully 
only  through  the  maintenance  of  a  fixed  industrial  situa- 
tion and  conditions,  extending  over  a  definite  period  of 
time,  or  through  the  definite  predetermined  regulation 
and  adjustment  of  industrial  change  —  the  establish- 
ment of  definite  rules  and  restraints  governing  the 
adoption  of  new  processes  and  methods  of  production 
and  the  resulting  mechanical,  organic  and  himian 
adaptations  which  the  employer  shall  be  allowed  to 
make.  Scientific  management  is  essentially  dynamic 
in  its  conception  and  methods.  To  impose  static  con- 
ditions, or  to  restrain  it  from  taking  full  and  immediate 
advantage  of  dynamic  possibilities,  robs  it  at  once  of  its 
special  purpose  and  effectiveness.  Trade  unionism  of 
the  dominant  type  is  effective  only  where  it  can  secure 
the  strict  maintenance  of  the  industrial  status  quo,  or 
can  make  its  influence  count  effectively  in  all  matters 
affecting  its  membership  during  the  term  of  a  contract. 
The  conditions  necessary  to  the  effectiveness  of  the  one 
are,  therefore,  incompatible  with  the  effectiveness  of 
the  other. 

To  show  the  truth  of  these  statements  we  have  only  to 
examine  briefly  the  character  and  results  of  the  central 
methods  or  means  through  which  these  contrasted 
entities,  scientific  management  and  the  dominant  type 
of  unionism,  ftmction. 
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As  I  have  stated  previously,  the  central  and  essential 
instrument  or  method  of  scientific  management,  the 
fundamental  means  through  which  it  secures  knowledge 
of  the  industrial  situation  and  which  guides  it  in  action 
toward  the  attainment  of  its  ends,  is  time  and  motion 
study,  applied  not  alone  to  the  setting  of  tasks  and  the 
making  of  rates,  but  to  the  discovery  and  inauguration 
of  improvements  in  the  material,  organic  and  hmnan 
conditions  and  arrangements  of  the  productive  process. 
Thus  used,  time  and  motion  study  means  constant  and 
endless  change  in  the  methods  of  operation.  No  sooner 
is  a  new  and  better  method  f otmd  and  established  than 
an  improvement  upon  it  is  discovered,  involving  perhaps 
new  machinery,  new  tools  and  materials,  and  a  new  way 
of  doing  things.  Change,  change  and  still  more  change 
is  the  special  puri>ose  and  mission  of  this  essential 
instrument  and  central  feature  of  scientific  manage- 
ment. In  short,  time  and  motion  study  in  its  broader 
conception  appears  to  be  a  method  of  analysis  applied 
to  ahnost  every  feature  of  the  productive  concern  and 
process.  And  it  is  something  which  is  not  done  once 
and  for  all,  but  is  applied  continuously  throughout  the 
life  of  the  establishment.  The  scientific  management 
based  upon  it  is  a  perpetual  attempt  to  put  into  opera- 
tion the  new  and  constantly  developing  arrangements 
continuously  revealed  by  it  to  be  more  efficient.  Not 
the  least  of  these  are  the  discovery  and  adoption  of  new 
and  more  effective  operations  and  tasks,  the  reclassifi- 
cation of  the  working  force  to  meet  the  needs  of  these 
new  conditions,  the  shifting  of  the  individual  worker 
from  class  to  class  and  task  to  task  in  order  to  discover 
the  work  for  which  he  is  best  adapted,  the  handling  of 
the  individual  laborer's  work  and  pay  with  reference 
to  his  particular  quality  and  temperament  so  as  to 
bring  into  play  his  best  productive  possibilities.    To 
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deprive  scientific  management  of  the  immediate  use  of 
the  results  of  time  and  motion  study,  especially  to  re- 
strain it  from  taking  advantage  of  the  better  classifi- 
cation of  workers  and  the  better  adaptation  of  the 
particular  worker  to  the  particular  task  which  time 
study  reveals,  would  be  to  deprive  it  of  its  chief  char- 
acteristic—  its  constant  striving  toward  the  end  of 
maximum  possible  efficiency,  the  thing  that  essentially 
marks  it  off  from  ordinary  systems  of  management 
and  gives  it  productive  superiority  to  them.  In  short, 
such  deprivation  would  prevent  it  from  ftmctioning 
normally. 

Turning  now  to  unionism  of  the  dominant  type,  we 
find  that  the  great  body  of  its  essential  policies,  demands 
and  methods  center  about  and  are  in  the  interest  of  one 
great  principle  —  tiie  principle  of  uniformity,  as  regards 
all  the  conditions  of  work  and  pay  affecting  the  group 
of  workers  which  it  represents.  The  principle  of  imi- 
formity,  fully  developed  and  applied,  requires  that  all 
men  doing  the  same  work  should  be  supplied  with  the 
same  tools  and  conveniences,  work  normally  the  same 
length  of  time  and  at  the  same  maximuni  speed,  turn 
out  the  same  maximum  quantity  and  quality  of  goods, 
and  receive  the  same  rate  of  wages.  It  is  in  the  interest 
of  this  principle  of  uniformity  that  the  unionists  demand 
the  establishment  of  a  standard  rate  of  wages  as  a  fixed 
minimum,  a  normal  day  or  week  as  a  maximum,  a 
standard  rate  of  work  or  a  standard  day's  or  week's 
work,  which  in  connection  with  a  standard  rate  of  wages 
tends  to  make  this  standard  rate  a  practical  maximum. 
It  is  largely  to  penalize  the  violation  pf  these  standards, 
so  that  there  may  be  no  inducement  to  break  down  the 
principle  of  uniformity,  that  unions  demand  pay  at  an 
extra  rate  for  overtime  and  for  doing  work  in  irregular 
ways  or  under  irregular  circumstances.    It  is  to  prevent 
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the  violation  of  these  standards  of  work  and  pay,  and  so 
to  protect  the  principle  of  uniformity,  that  they  demand 
control  over  the  working  personnel  through  the  closed 
shop,  control  over  the  output  of  the  individual,  the 
abandonment  of  bonuses  and  premiiun  payments,  and 
finally,  collective  bargaining  —  a  contract  made  with 
the  whole  group  of  workers,  extending  over  a  definite 
period  and  covering  all  the  conditions  of  work  and  pay 
for  all  the  men  during  the  contract  period. 

The  reasons  for  the  insistence  upon  this  principle  of 
uniformity  have  been  indicated  earlier  in  this  paper.  It 
is  not  that  the  unions  desire  the  limitation  of  output  and 
are  definitely  committed  to  it,  but  that  long  experience 
with  the  average  employer  has  ground  into  their  souls 
tibe  belief  that  employers  as  a  class  are  constantly  seek- 
ing to  lower  the  wage  rate,  and  at  the  same  time  to 
increase  the  speed  and  exertion  of  the  workers  of  the 
group  through  driving  or  bribing  individuals  of  the 
group  to  greater  speed  and  longer  hours;  and  then  are 
setting  up  the  work  and  pay  of  these  men  as  evidence 
to  prove  that  the  others  are  soldiering  on  the  job  and 
must  increase  their  exertions  or  su£Fer  a  reduction  of 
wage  rates  or  a  lengthening  of  hours  of  work.  The  only 
effective  way  that  the  unions  have  found  for  preventing 
this  underbidding  on  the  part  of  individual  workers  and 
Uie  consequences  indicated,  is  to  cut  out  all  working 
competition  between  the  members  of  the  group,  by 
insisting  on  the  definite  establishment  of  uniform  stand- 
ards to  be  observed  by  all  and  to  cover  all  the  conditions 
of  work  and  pay  —  i.  6.,  by  the  establishment  and 
maintenance  of  the  general  principle  of  imiformity, 
applied  to  all  the  members  of  each  particular  working 
group. 

And  it  is  evident,  say  the  unionists,  that  the  principle 
of  uniformity  thus  conceived  cannot  be  established  and 
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maintained  against  the  employer  who  wishes  to  violate 
it  xmless  all  the  conditions  and  methods  of  work  and  pay. 
Bxe  fixed  for  the  term  of  a  contract  —  that  is,  unless  all 
change  is  either  barred,  or  is  predetermined  and  regu- 
lated through  the  establishment  of  definite  rules  and 
restraints  governing  the  adoption  of  new  processes  and 
methods,  and  the  resulting  mechanical,  organic  and 
human  adaptations  and  changes  in  payment  which  the 
employer  shall  be  allowed  to  make  during  the  contract 
period.  Any  change  in  machinery,  processes,  tools, 
materials,  products,  not  predetermined  or  regulated, 
opens  the  way  for  new  classifications  of  work  and 
workers  not  covered  by  the  contract  and  thus  opens  the 
way  by  which  the  employer  may  seek  to  overreach  the 
men,  to  degrade  workers,  establish  new  and  lower  rates 
of  pay  and  less  advantageous  conditions  of  work;  in 
other  words  to  reintroduce  competition  of  workman  with 
workman  and  consequent  underbidding  among  them, 
and  thus  demolish  entirely  the  structure  of  imif ormity 
which  the  imions  have  reared. 

Nor  is  this  all.  Looking  at  the  matter  in  the  long  run 
and  assuming,  as  the  unions  habitually  do,  that  the 
employer  is  on  the  outlook  to  profit  at  the  expense  of  the 
workers,  not  even  the  predetermination  and  regulation 
of  changes  by  means  of  periodical  contracts  between  the 
employers  and  unions  can  save  the  principle  of  uni- 
formity from  ultimate  destruction  where  time  and 
motion  study  is  tolerated.  For  time  and  motion  study 
means  a  constant  tendency  toward  the  break-up  of  old 
established  crafts  and  the  substitution  of  specialist 
workmen  for  the  all-roimd  craftsmen.  Further,  through 
it  there  is  a  constant  discovery,  gathering  up  and  classi- 
fication by  the  management  of  the  knowledge  of  the 
best  ways  of  performing  work,  on  the  basis  of  which 
definite  instruction  cards  can  be  issued.   With  these  and 
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the  guidance  of  functional  f oremen,  relatively  unskilled 
workers  can  be  taught  in  a  short  time  to  do  efficiently 
a  very  great  part  of  the  work  which  only  skilled  crafts- 
men could  be  trusted  with  formerly.  And  still  further, 
the  possession  of  this  definite  information  enables  the 
empoyer  to  measure  more  accurately  the  work  and 
capabilities  of  each  man,  and  to  determine  more  accu- 
rately what  wage  payments  would  induce  each  worker 
to  do  his  best.  Where  time  and  motion  study  is  allowed, 
then,  even  imder  regulation,  the  employer  at  the  end  of 
each  contract  period  would  be  less  and  less  dependent 
on  the  union  and  more  and  more  inclined  to  substitute 
specialist  workmen  for  craftsmen,  and  efficiency  methods 
of  payment  for  the  uniform  day  wage.  But  it  is  a 
notorious  fact  that  relatively  uncalled  specialist  work- 
men do  not  make  good  unionists,  and  that  efficiency 
methods  of  payment  tend  to  center  the  attention  and 
interest  of  each  workman  on  his  own  affairs  and  thus  to 
lessen  the  feeling  of  mutual  interest  and  common 
dependence  among  the  workers.  Under  these  circum- 
stances the  union  could  not  long  maintain  the  conditions 
which  it  considers  essential  to  industrial  democracy  in 
the  shop  and  enforce  the  principle  of  uniformity  against 
the  will  of  the  employer. 

Thpre  appears  to  be  no  getting  round  the  fact,  there- 
fore, that  constant  indefinite  change  of  industrial  con- 
ditions, such  as  is  essential  to  the  functioning  of  scientific 
management,  is  in  clear  contradiction  to  the  principle 
of  uniformity  which  is  the  central  and  fundamental 
principle  of  trade  union  policy  and  is  absolutely  essen- 
tial, from  the  point  of  view  of  the  dominant  type  of 
unionism,  to  its  successful  fimctioning.  Instinctively^ 
therefore,  the  dominant  tyi)e  of  unionism  fights  against 
change  and  against  time  and  motion  study,  the  mother 
of  change. 
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But,  you  will  again  say,  granting  the  incompatibility 
of  these  fundsunental  principles,  why  does  not  unionism 
make  an  exception  of  scientific  management  and  scien* 
tific  management  employers,  who  are  not  trying  to 
overreach  the  workers  but  on  the  contrary  are  defi- 
nitely committed  to  maintenance  of  rates  and  to  a 
leveling  up  of  earnings  with  every  increase  of  efficiency  ? 
The  answer  of  the  unionists  is  that  these  may  be  the 
ideals  of  scientific  management  but  they  have  not 
worked  out  in  practice.  Scientific  management  may 
maintain  rates  and  level  up  the  earnings  of  the  workers 
at  any  given  task;  but  what  good  does  that  do  the 
skilled  craftsmen,  the  bulk  of  the  old  line  unionists, 
when,  through  the  constant  and  imending  change  which 
scientific  management  is  inaugurating,  it  destroys  the 
very  crafts  to  which  the  rates  for  which  they  stand 
apply,  and  forces  them  to  join  the  crowd  of  specialized 
workmen  whose  earnings  may  be  raised  by  scientific 
management  but  nevertheless  will  still  be  lower  than 
the  old  craftsman's  pay  ?  In  scientific  management  at 
its  very  best  unionism  of  the  dominant  type  sees  its 
worst  enemy,  in  that  scientific  management  means  the 
abolishment  of  the  very  craft  conditions  and  the  very 
psychology  of  industrial  democracy  upon  which  the 
unions  have  painfully  erected  their  superstructure  of 
uniformity,  and  upon  whose  continuation  their  identity 
and  continued  functioning  depend. 

Specialize  the  old  line  craftsman,  destroy  his  craft, 
and  however  high  your  ideals  and  kindly  your  motives, 
you  are  destroying  the  foundations  upon  which  the 
dominant  type  of  tmionism  is  reared.  Every  union 
leader  feels  this  instinctively,  every  one  who  has  come 
into  contact  with  scientific  management  and  who  has 
an  imderstanding  of  unionism  knows  that  this  is  what  it 
is  doing.    Here,  I  believe,  we  have  the  final  answer  to 
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the  question:  ''  why  organized  labor  opposes  scientific 
management.'^  Scientific  management,  properly  ap- 
plied, normally  functioning,  should  it  become  universal, 
would  spell  the  doom  of  efifective  unionism  as  it  exists 
today. 

R.  F.  Hoxus. 
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TEACHING  THE  INTRODUCTORY  COURSE 
IN  ECONOMICS 

SUMMARY 

The  American  ideal  in  education :  training  for  citixenship  in  a  demoo- 
rapy,  88.  —  Importance  of  economics  to  this  end,  90.  —  The  bor- 
rowed German  ideal,  leading  to  research  and  lectures,  has  done  harm, 
91.  —  The  teacher  the  central  figure,  93.  —  Multitude  of  recent  aids 
to  teaching  economics,  96.  —  Outlines,  selections,  materials,  97. — 
Questions  and  Problems,  100.  —  The  serviceableness  of  these  devices 
likely  to  be  overestimated,  102.  —  Effectiveness  in  teaching,  not 
research,  should  be  the  main  aim  of  the  college,  105. 

The  recent  appearance  of  numerous  source  books  and 
students'  manuals^  for  use  in  connection  with  the  funda- 
mental course  in  economics  makes  a  fit  occasion  for  dis- 
cussing the  question  of  its  proper  content  and  direction. 
It  is  well  that  this  should  be  so.  Because  of  the  interest 
and  discussion  thus  aroused  significant  gain  may  fairly 
be  expected  both  in  methods  of  teaching  and  in  the 
emphasis  placed  on  the  teacher's  function  by  univer- 

>  I  hav«  fnraminwi  the  foUowing:  Bullook,  C.  J.,  Selected  ReadincB  in  Eeonomioe, 
Boston,  1907;  Taylor,  F.  M.,  Some  ReadincB  in  EconomioB,  Ann  Arbor,  1907;  Fetter, 
F.  A.,  Source  Book  in  Eoonomioe,  eeleoted  and  edited  for  the  use  of  ooUege  daaeee, 
New  York,  1913;  MarahaU.  L.  C,  Wright,  C.  W..  and  FieU,  J.  A.,  Materiala  for  the 
Study  of  Elementary  Economics,  Chicago,  1913;  Hamilton,  W.  H.,  Current  Eoonomie 
Pkoblema,  a  aeries  of  readings  in  the  control  of  industrial  development,  Chicago,  1916; 
Sumner,  W.  G.,  Problems  in  Political  Economy,  New  York,  1884;  Davenport,  H.  J., 
Exercises  in  Value  Theoiy  based  upon  **  Value  and  Distribution,"  Chicago,  1908; 
Taylor,  F.  M.,  Principles  of  Economics,  Ann  Arbor,  1918;  Papen  Presented  at  the 
Second  Conference  on  the  Teaching  of  Economics,  Chicago,  1911;  Manhall,  Wright, 
and  Field,  Outlines  of  Economics  Developed  in  a  Series  of  Problems,  Chicago,  1910; 
Fisher,  Irving.  Suggested  Problems  for  Teachen  for  use  with  Elementary  Principles  of 
Economics,  New  York,  1912;  Putnam,  George  E.,  Practice  Problems  in  Economics  for 
the  use  of  Elementary  Students,  University  of  Kansas,  1915;  Day.  E.  E.,  and  Davis, 
J.  8.,  Questions  on  the  Principles  of  Economics,  New  York,  1916;  Urdahl,  Thomas  K., 
Elementary  Economics  Manual,  consisting  of  definitions,  quia  questions,  problems  and 
summaries  of  economic  theories,  Madison,  1915;  Hayes,  H.  G.,  Problems  and  Ezeroises 
in  Economics,  revised  edition,  New  York,  1910;  Wildman,  M.  S.,  SyUabus  (No  title 
pace). 
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sity  authorities.  What  follows  is  concerned  solely  with 
undergraduate  teaching.  It  is  written  from  the  view- 
point of  the  college  rather  than  the  university;  and  its 
underlying  philosophy  is  that  of  the  American  ideal  in 
education. 

Our  early  collies  and  universities  were  f oimded  on 
"P^glifth  models.  Around  our  older  universities  still 
lingers  something  of  the  English  attitude  that  collegiate 
training  is  fit  training  for  the  leisured  life  of  the  gentle- 
man. It  is  a  liberalizing  training  acquired  without 
undue  stress  or  strain  and  unbiased  by  consideration  of 
its  utilitarian  bearing.  Later  we  added  to  our  ideals 
another  drawn  from  German  sources.  It  is  based  on 
quite  another  conception  of  the  function  of  the  imi- 
versity  and  the  proper  outcome  of  its  curriculum  and 
training.  Not  the  gentleman,  primarily,  but  the 
scholar  is  the  product  planned  for.  Not  a  leisurely  life 
adorned  by  scholarship  pursued  for  its  own  sake,  but 
laborious  days  of  scientific  research,  crowded  with  the 
severest  mental  exertion  and  resulting  in  monmnents 
of  productive  scholarship.  American  students  newly 
retmned^  from  German  Universities  in  the  nineteenth 
century  earnestly  presented  this  ideal  to  their  students 
and  colleagues  as  the  true  guiding  star  in  education. 

Here  is  no  quarrel  with  either  ideal  per  se.  Each  has 
served  its  nation  well;  and  it  might  be  possible  that  in 
the  future  either,  or  both,  would  serve  us  well  in  Ameri- 
can education.  But  that  either  is  a  correct  guiding 
principle  by  which  to  plan  and  judge  the  training  given 

1  Speakmc  of  German  unhrenity  influenoet  of  two  hundred  and  twettty-fiv«  Amori- 
caa  atodenta  at  German  nnireraitiea  between  1815  and  1860,  one  hundred  and  thirty- 
awen  went  into  eoUege  teaching.  Thia  gave  an  impetua  to  the  elective  ayatem. 
"  Lecturea  were  aubatituted  for  redtationa.  Some  of  theie  were  dry  enough,  but,  being 
tlie  German  method,  were  received  aa  the  latest  thing  in  education.  Reeearch  became 
a  word  of  great  aignifieanoe.  There  was  to  be  a  certain  productivity  of  echdarehip, 
wkiek  mtn  than  imeking  woe  th^t^t  cf  JUmm  to  hold  a  eoUtgiatB  chair.  Monograpfaa 
and  booka  were  the  outward  and  visible  signs  of  this  inward  and  scholarly  aceompliab- 
meot."    Shaii>less,  The  American  College,  pp.  4(M1.    The  itaEca  are  mine. 
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to  American  undergraduates  today  one  may  fairly  dis- 
believe; that  neither  is  a  correct  criterion  by  which  to 
measure  the  results  achieved  by  any  teacher  charged 
with  the  important  duty  of  introducing  American 
sophomores  in  the  flesh  to  the  subject  of  economics 
should  be  clear  after  slight  reflection. 

The  American  ideal  of  education  found  clear  expres- 
sion in  our  early  institutions;  it  finds  freest  expression 
today  in  our  western  state  universities.  One  may  grant 
that  it  needs  clear  and  authoritative  statement;  that  it 
is  followed  because  American  conditions  rigidly  enforce 
it  perhaps  as  frequently  as  because  it  is  clearly  appre- 
hended and  consciously  followed.  But  it  rules,  never- 
theless. Other  and  borrowed  ideals  may  disturb  the 
surface  but  cannot  deflect  the  deep  flowing  stream  of 
American  education.  It  rules  because  it  is  the  fit 
accompaniment  of  our  ideals  of  democracy;  because  it 
has  grown  with  the  growth  of  that  democracy;  and 
because  it  meets  the  immediate  needs  and  desires  of 
that  democracy  today.  This  ruling  ideal  demands  that 
the  American  undergraduate  be  so  trained  that  he  is 
prepared  to  fulfil  all  the  obligations  and  duties  that  fall 
to  his  share  as  a  member  of  a  democracy.  This  means 
that  he  is  prepared  for  leadership,  in  the  double  sense  of 
capacity  to  lead  and  willingness  to  imdertake  the 
responsibilities  of  that  position  —  citizenship  in  the 
largest  meaning  of  the  term.  A  small  minority  may 
become  scholars  by  profession,  and  for  them  the  gradu- 
ate school  may  furnish  professional  training.  With  the 
leisured  life  of  the  professional  gentlemen  our  youthful 
democracy  has  little  to  do  and  —  the  temptation  is 
strong  to  add  —  cares  less.  That  ideal  befits  a  mature 
nation  that  has  conquered  its  wildernesses,  both  natural 
and  social;  has  ordered  its  institutions;  established  its 
philosophy  and  set  metes  and  bounds  to  its  aspirations. 
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It  does  not  accord  with  our  lusty  youthfulness  as  a 
nation.  It  is  not  with  such  aspirations  that  the  youth 
of  America  throng  our  colleges,  and  for  neither  the  Eng- 
lish nor  the  German  ideal  of  scholarship  is  support  found 
in  the  basic  conditions  existing  in  American  homes  and 
social  groups.  Quite  as  surely  as  the  homes  and  social 
group  from  which  the  English  undergraduate  is  drawn 
give  full  support  to  the  English  ideal  in  education  do  the 
American  home  and  society  generally  give  support  to 
the  American  ideal  for  the  college,  i.  e.,  training  for 
citizenship  in  a  democracy.  Proof  of  such  a  spirit  is 
written  large  in  recent  American  university  history. 
Let  any  charge  of  seeming  truth  be  raised  that  condi- 
tions in  a  given  college  are  subversive  of  true  democ- 
racy; that  there  is  undue  support  of  rank  and  privilege; 
tiiat  there  is  failure  to  instill  initiative  and  clear-sighted 
criticism;  or  that  there  is  lack  of  faith  in  democratic 
institutions  —  and  the  public  voice  insistently  and 
unerringly  declares  its  disapproval  and  brooks  no 
excuses  or  delay  in  correcting  that  situation.  Other 
appeals  may  fall  unheeded  on  the  public  ear  but  no  one 
doubts  in  America  that  education  is  the  foundation  of 
democracy  and  that  those  who  are  privileged  to  train 
democracy's  sons  and  daughters  are  by  that  token  train- 
ing first  and  foremost  for  citizenship  and  leadership. 
Success  in  this  mission  brings  the  American  college  and 
im>fessor  ready  and  generous  applause;  failure  or 
indifference  costs  both  college  and  professor  their 
positions  in  public  esteem. 

Let  it  be  granted,  then,  at  the  outset  that  the  college 
is  to  be  judged  by  this  American  ideal  and  that  the 
teaching  of  our  subject  is  to  be  accoimted  successful  in 
the  measure  that  it  contributes  to  this  result;  that 
teachers  are  worthy  and  methods  are  desirable  as  they 
meet  this  test  and  that  the  American  college  graduate  is 
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well  trained  only  as  and  when  he  is  ready  to  fulfil  all  his 
obligations  as  a  citizen  of  a  democracy.  What  is 
demanded  of  him  ?  And  what  may  the  study  of  eco- 
nomics contribute  to  the  meeting  of  that  demand  7 

Now  if  the  fundamental  course  in  economics  be  part 
of  a  system  of  training  for  citizenship  rather  than  for 
scholarship  —  and  in  the  case  of  95  per  cent  of  our  boys 
and  girls  this  will  be  its  actual  function  —  it  should  be 
clear  that  it  has  a  large  mission  to  perform  in  that  train- 
ing. The  citizen  needs  both  to  know  and  to  understand 
the  facts  and  theories  with  which  our  science  is  con- 
cerned. He  needs,  even  more  perhaps,  a  mind  alert, 
vigorous,  critical,  disciplined  and  practised  in  handling 
economic  questions.  Many,  one  might  almost  say  most, 
public  questions  today  have  an  economic  bearing. 
Many  are  distinctly  economic.  Practically  all  of  them 
demand  the  same  capacity  for  sustained  reasoning  and 
clear  analysis  as  do  economic  problems.  To  train 
effective  thinkers  is  to  train  effective  citizens.^  And 
such  training,  when  properly  presented,  our  science  is 
preeminently  fitted  to  give.  It  has  special  advantages 
as  a  mental  discipline.  It  is  effective  and  thought-pro- 
voking beyond  most  subjects;  it  takes  hold  of  ciirrent 
problems  and  discussions  and  so  of  the  student's  interest 
and  it  deals  with  the  very  stuff  with  which  our  students 
deal  later  as  citizens.  Following  this  American  ideal  we 
restrict  in  a  measure  our  endeavors  in  dealing  with  the 
imdergraduate.  We  aim  not  at  learning  for  its  own 
sake;  the  history  of  our  theories  is  not  of  essential 
importance  to  the  future  citizen;  we  do  not  present  a 
subject;  we  do  not  inculcate  a  set  of  doctrines;  we  are 
not  concerned  with  instilling  a  mass  of  facts.  These 
may  be  worthy  ends  but  they  are  not  the  first  need  of 

1  **  At  least  twelve  college  presidents  have  said  to  me  in  the  last  year  that  in  their 
judgment  the  chief  advantage  of  a  oollege  course  is  Ifiaming  to  think.'*  C.  8.  Cooper, 
Why  Go  to  CkdlegeT,  p.  162. 
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citizens.  We  would  create  the  disciplined  niind,  capable 
of  and  practised  in  economic  reasoning;  we  teach  stu- 
dents, not  a  mass  of  facts;  we  train  minds  rather  than 
develop  a  subject;  and  we  are  interested  in  citizens  as  a 
product  rather  than  in  scholars. 

In  the  college  thus  devoted  to  the  training  of  the 
citizens  and  in  the  presentation  of  our  subject  as  a  first 
course,  the  central  factor  is  the  teacher.  Texts,  manuals 
and  collections  of  materials  may  aid  his  work;  they  are 
in  no  sense  or  degree  a  substitute  for  him.  They  do  not 
lessen  the  need  for  teachers  of  superior  merit;  instead 
they  intensify  that  need.  None  but  the  well-poised, 
broad-minded  man,  gifted  with  the  true  teacher's 
insight,  and  knowing  the  American  student  with  the 
same  precision  of  knowledge  and  intimacy  of  everyday 
acquaintance  that  the  student  of  inheritance  expends  on 
his  guinea  pigs,  wiU  be  able  to  relegate  the  machinery  to 
its  proper  place  of  subordination  to  the  result.  Teachers 
and  paraphernalia  exist  only  as  aids  to  the  student. 
Both  are  useful  only  as  they  stir  him  to  self-activity. 
Each  may  be  anathema  if  they  interfere  with,  dis- 
courage, or  deaden  his  mental  activity. 

It  is  here  that  the  damaging  effect  of  the  borrowed 
German  ideal  of  education  becomes  potently  manifest  in 
our  American  collies.  The  teacher  has  been  subordi- 
nated to  the  scholar;  ^  the  needs  of  the  students  to  the 

1  Compare  the  positive  etatemeiits  of  a  weU-inf onned  and  friendly  English  critic  — 
■peaking  of  Harvard  generally:  "  Meet  of  the  profeMon  care  first  of  all  for  the  advanoe- 
mant  of  sdenee  and  schdarship;  they  prefer  lectures  to  large  audiences  to  the  oatecheti- 
eal  instraetion  of  multiplied,  '  sections '  .  .  .  and,  to  be  perfectly  frank,  they  are  not 
Bmeh  inteneted  in  the  ordinaxy  undergraduate."  Referring  to  the  young  instructor: 
"  Let  him  remember  that  his  promotion  will  depend  largely  upon  his  showing  the  ability 
to  do  independent  work;  let  him  take  care  not  to  be  so  absorbed  in  the  duties  of  his 
immpanxy  position  as  to  fail  to  produce  some  little  bit  of  scholarly  or  scientific  achieve- 
nsnt  for  himsdf /*    W.  J.  Ashley,  Surveys,  pp.  468-460. 

And  an  KngHah  critic  of  another  school;  "  The  PlxifesBor  is  too  often  over-speeialised 
and  inwHuablft  of  forming  an  intelligent,  modest  idea  of  his  place  in  education.  .  .  . 
He  stands  between  his  students  and  books,  he  says  in  lectures  in  his  own  way  what  had 
fsr  better  be  left  for  other  men's  books  to  tell,  he  teaches  his  beliefs  without  a  court  of 
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demands  of  productive  scholarship;  and  the  true  test  of 
the  teacher's  success,  his  ability  to  stir  students  to 
effective  thinking,  has  been  lost  sight  of  in  the  earnest 
search  of  the  universities  for  the  capable  scholar.  Here 
is  no  quarrel  with  the  professional  scholar,  no  failure  to 
understand  the  function  of  the  university  as  a  place  of 
research,  no  belittling  of  the  output  of  American  scholar- 
ship. Here  is  only  an  attempt  to  differentiate  between 
the  graduate  school  as  a  professional  school,  training 
scholars,  and  the  college  as  an  American  institution, 
training  citizens;  between  the  scholar's  function  of 
research  and  authorship  and  the  teacher's  work  of 
developing  student  minds.  One  spends  his  best  energies 
and  abilities  in  the  search  for  truth;  the  other  in  the 
education  of  ingenuous  youth.  And  it  is  submitted  that 
the  time  has  come  for  a  clear  division  of  labor  between 
these  two  groups.  It  is  believed  that  nowhere  in  society 
will  the  advantages  of  this  principle  be  more  clearly 
manifest  and  largely  fruitful.  No  man  can  serve  these 
two  masters,  for  either  he  will  neglect  his  students  and 
spend  himself  freely  on  book  production  or  he  will  give 
his  best  efforts  to  his  students  and  fail  of  preferment. 
For  the  imiversities  bid  high  for  the  scholar  whose 
abilities  are  manifest  in  his  published  works,  and  have 
scant  facilities  for  learning  of  the  teacher  whose  merits 
are  known  only  to  his  students,  and  to  them  ten  or 
twenty  years  later. 

Yet  it  should  be  evident  that  ability  to  carry  through 
research  is  no  earnest  of  ability  to  teach  students.  The 
qualities  demanded  are  diverse,  almost  conflicting.  One 
spends  thought  on  materials  in  libraries,  museums  or 
laboratories;    the  other  exercises  his  ingenuity  and 

appeal."  "  Our  univonities  and  eoUeges  m  ttOl  but  imperfectly  aware  of  the  reoeot 
invention  of  the  Printed  Book  and  its  intelligent  um  in  this  state  of  education  has  made 
little  or  no  headway  against  their  vvnerable  traditions."  H.  G.  Wells,  Mankind  in  tha 
Making,  p.  209. 
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hnftgination  in  acquiring  full  information  of  the  state  of 
mind,  toward  his  subject  of  some  scores  of  undergradu- 
ates. The  scholar  pursues  truth;  the  teacher  aids  in  the 
development  of  immature  minds.  One  deals  with 
natural  phenomena;  the  other  with  himian  nature.  The 
scholar  may  be  a  helpless  scientific  manager  before  this 
hard  fact  of  imdergraduate  human  nature  or  he  may 
prove  as  inept  at  teaching  as  an  artist  at  painting  if  he 
had  full  knowledge  of  the  theory  and  history  of  art  and 
had  not  yet  put  brush  to  canvas.  It  may  be  doubted 
whether  one  filled  with  a  great  zeal  to  enlarge  the  bounds 
of  human  knowledge  will  be  equally  burning  with  desire 
to  enlarge  the  content  of  the  imdei^raduate  mind,  or 
inject  structure  and  discipline  into  its  void.^  Equally 
men  truly  called  to  teach  may  feel  it  a  hardship 
when  faced  with  a  demand  to  justify  their  calling 
with  substantial  scholarly  productions  while  fulfilling 
also  the  full  demand  of  an  American  college  for  class- 
room work  and  in  conscience  bound  to  do  their  full  duty 
by  their  students.  Both  time  and  energy  must  fail  in  the 
face  of  the  double  demand.^ 

It  cannot  be  too  much  and  too  often  insisted  that  the 
central  figure  in  the  educational  structure  in  America  is 
Ihe  coU^e  teacher.  These  men  set  the  requirements 
which  secondary  schools  meet.  They  fix  standards  to 
which  the  undergraduates  measure  up.   They  determine 

1  **  The  Amfrion  ooUeae  teacber  hu  too  often  been  ohoeen  amply  because  of  his 
erhnlOTliip" 

**  Tbe  yoong  profeaor  is  scholmrly  and  expert  in  his  knowledge  of  his  subject  but 
■ttesly  without  ability  to  impart  it  with  interest.  He  lacks  driving  force  as  well  as 
padinK  and  regulating  force.  He  seems  at  times  without  the  capacity  for  real  feeling." 
a  8.  Cooper,  Why  Go  to  CoUflge  7.  pp.  74-75. 

*  **  More  often  the  thinker  has  lived  by  teaching,  and  modem  University  organisa- 
tion is  deliberately  aimed  at  creating  such  a  relation  between  teacher  and  student  as 
ahaO  both  stimulate  the  teacher  and  train  the  student.  In  the  moral  sciences  this 
amogement  is  the  main  source  cf  modem  Thought.  But  it  is  not  wholly  successfuL 
TlHrearehnndrsds  of  eases  in  which  a  professor's  teaching  sp^ls  his  thinking,  and  these 
are  balanced  by  hundreds  of  othen  in  which  his  thinking  spoils  his  teaching."  Wallas, 
na  Great  Society,  pp.  186-187. 
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the  caliber  of  men  sent  on  to  professional  and  graduate 
schools.  The  college  teacher's  methods  are  reflected  in 
secondary  schools,  for  they  train  the  teachers.  And 
they  give  final  bent  and  direction  to  the  vast  majority 
of  our  liberally  trained  men  and  women.  The  spirit 
instilled  by  the  college  instructor  and  the  discipline  and 
ability  to  think  clearly  which  his  efforts  produce  will  be 
certainly  evidenced  in  public  discussion  and  in  second- 
ary instruction.  But  the  teacher's  function  will  not  be 
adequately  performed  xmless  its  importance  is  ade- 
quately estimated  and  rewarded  by  the  imiversities. 
When  the  American  collies  search  out  and  compete 
for  sheer  teaching  ability;  when  the  test  of  a  coUege 
teacher's  fitness  and  preferment  rests  on  no  other  basis 
than  his  ability  to  teach  students;  when  the  teacher  is 
freed  from  other  demands  than  such  as  pertain  to  his 
better  preparation  for  teaching,  then  and  then  only, 
naturally,  may  we  expect  to  get  the  better  results  we 
crave.  There  is  no  lack  of  good  ability  nor  yet  of  devo- 
tion to  this  splendid  service.  But  the  change  in  emphasis 
needed  cannot  be  achieved  by  isolated  men,  however 
capable  or  devoted.  Nor  yet  can  it  be  brought  about  by 
the  sternest  effort  of  an  isolated  institution.  Intercol- 
legiate competition  sets  standards  near  those  of  the 
least  admirable  in  education  as  surely  as  similar  busi- 
ness competition  holds  down  standards  in  the  industrial 
realms.  We  look  to  the  great  universities  of  America 
for  leadership  in  this  change  of  emphasis  from  the  Ger- 
man to  the  American  ideal;  from  the  demand  for  the 
scholar  to  search  for  the  teacher;  from  subordination  of 
the  teacher's  functions  to  the  demands  of  productive 
scholarship.  Theirs  is  the  proud  position  of  leadership, 
and  to  them  fall  the  duties  involved  in  that  position. 
They  can  give  us  this  new  division  of  labor.  If  they 
dignify  and  enlarge  the  work  of  the  teacher,a«  a  teacher^ 
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others  will  follow.  If  these  undergraduate  teachers  are 
called  on  to  conduct  courses  of  instruction  framed  after 
careful  consideration  of  the  needs  of  students  fitting  for 
life  as  citizens  of  our  democracy,  that  model  will  rule  in 
American  education. 

Granting  that  this  change  in  emphasis  may  be 
secured;  Hiat  college  teachers  will  be  hired  to  teach; 
that  they  will  be  retained  and  advanced  with  as  much 
r^ularity  and  liberality  when  they  fill  this  demand  as 
are  their  scholarly  associates  of  the  graduate  school 
when  they  produce  a  worthy  book;  that  their  entire 
stock  of  energy  and  all  their  ability  are  to  be  devoted  to 
the  solution  of  the  problems  of  teaching  students;  that 
they  realize  that  the  true  test  of  good  teaching  is  found  in 
the  degree  of  advancement  achieved  by  their  students  — 
granting  all  this,  we  may  anticipate  momentous  gains 
in  the  wit  and  wisdom  with  which  our  subject,  among 
others,  is  presented.  It  is  again  a  matter  of  emphasis 
rather  than  anything  startlingly  new.  Good  models, 
worthy  the  closest  scrutiny  of  the  teacher  of  economics, 
are  found  in  the  laboratory  methods  of  the  scientists, 
and  in  the  case  system  of  the  law  schools.  In  these 
diverse  subjects,  different  methods  and  appliances  are 
used  but  aU  agree  in  the  essential  idea  that  the  best 
teaching,  and  the  only  good  teaching,  is  that  which  stirs 
the  student  mind  to  activity,  which  induces  thought 
and  demands  as  its  test  of  success  proof  of  capacity  for 
independent  judgment,  self-directed  initiative,  and 
critical  analysis.  We  leam  to  think  only  by  thinking.^ 
The  student  cannot  benefit  by  the  vicarious  study  and 
thought  of  his  scholarly  instructor.     He  may  gain 

1  -  Unlen  the  students  sra  aotiv«^  engaged  not  simply  in  taking  in  what  they  are 
told,  bat  in  rearranging  it,  taming  it  over,  trying  and  testing  it,  they  are  doing  little 
good.  We  reeogniae  this  quite  abundantly  in  the  laboratory  nowadays,  but  we  neglect 
it  enonnoasly  in  the  more  theoretical  study  of  a  subject.  .  .  .  Ideas  of  a  subject  must 
be  handled  in  diseussion,  reproduction  and  dispute/'  Wells,  Mankind  in  the  Making. 
P.30S. 
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largely  if  the  same  volume  of  thought  is  expended  in 
study  of  the  class  of  which  he  makes  one.  This  is  the 
teacher's  field  of  investigation  renewed  with  each  new 
class.  There  is  no  substitute  for  the  mind  to  mind  work 
of  the  teacher.  If  he  does  not  find  the  undergraduate 
mind  as  fascinating  as  the  evolution  of  the  nervous 
system  he  is  probably  better  material  for  a  scholar  than 
for  a  teacher.  If  he  cannot  arouse  the  same  enthusiasm 
over  methods  of  awakening  that  mind  that  he  feels  over 
newly  invented  methods  of  investigation  he  should  shun 
collegiate  teaching;  and  if  the  evidence  of  solid  advance 
in  thought  ability  manifest  in  the  examination  books  of 
his  class  does  not  bring  the  same  glow  and  warmth  as  the 
sight  of  his  own  latest  book  he  should  seek  his  rightful 
place  in  graduate  school  research. 

It  is  in  this  spirit  that  we  welcome  the  stream  of  books 
proffered  as  aids  to  the  teaching  of  elementary  eco- 
nomics in  American  colleges.  They  represent  the  spirit 
of  revolt  against  the  present  situation.  They  supplant 
the  lecture  with  teaching.  It  should  be  obvious  that  the 
lecture  in  these  days  of  easy  and  cheap  book  printing  has 
no  necessary  place  in  the  teaching  of  economics.  It 
consumes  valuable  class-room  time  —  time  when  minds 
should  be  actively  engaged  —  in  the  thought-deadening 
business  of  receiving  and  recording  another's  thoughts/ 
which  might  better  first  be  read  from  a  printed  page  and 
discussed  later  in  the  class-room.  The  supreme  buisiness 
of  our  course  is  to  get  as  much  effective  thinking  done  in 
the  year  as  possible.  Right  economy  of  time  demands 
the  retirement  of  the  lecture.     Consideration  of  its 

>  Cf.  a  daano  deeoription  of  the  lecture  method  in  aotual  practice.  "  They  do  not 
listen,  however  attentive  and  orderly  they  may  be.  The  bell  lince,  and  a  troop  of  tired- 
looking  boys,  followed  perhape  by  a  larger  number  of  meek-eyed  girls,  file  into  the  daas 
room,  sit  down,  remove  the  e^qivressions  from  their  faces,  open  their  note-books  on  the 
broad  chair  arms  and  receive.  It  is  about  as  insjuring  an  audience  as  a  room  full  of 
phonographs  holding  up  their  brass  trumpets.**  £.  £.  Slosson,  Great  American 
Univexeities,  p.  620. 
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effect  on  the  student's  business  of  thinking  actively 
enforces  the  demand.^ 

Agreement  with  this  point  of  view  disposes  at  once 
of  some  of  the  aids  which  the  new  books  proffer.  Mere 
outlines  of  lectures  —  notes  made  to  save  the  student's 
ink  —  are  valueless.  Of  similar  sort  are  the  elaborate 
endeavors  to  simplify  the  study  of  economics  through 
the  use  of  diagrams  and  illustrations.  It  is  not  thus  that 
one  thinks  effectively  of  things  economic.  It  is  not  so 
denatured  that  our  student  is  to  find  economic  problems 
later  as  a  citizen.  Our  function  is  not  to  painlessly  and 
surreptitiously  make  lodgment  of  our  doctrines  in  the 
student  mind.  It  rather  behooves  us  to  stir  him  to  high 
endeavor  and  give  continual  exercise  to  his  mental 
muscle;  to  send  him  out  finally  well  exercised  in  eco- 
nomic thinking  and  confident  of  his  abihty  to  perform 
well  in  that  field. 

From  another  angle  we  reject  attempts  in  various 
guises  to  give  aid  by  arousing  interest.  Selections  and 
questions  which  have  no  other  basis  than  this  have  no 

I  One  may  add  tha  indietirw>nt  of  the  toeture  method  »t  Orfard  in  1878  from  Jowett's 


*'  The  preaent  teaehing  at  Ozfoird  ia, 

1.  Utterly  bad  for  the  Btudenta. 

2.  Mere  reading  to  the  Btudenta. 
But  on  the  other  hand, 

1.  It  ia  flattering  to  the  teaoher. 

2.  It  enablea  him  to  inirsoe  hia  studSea.*' 

Hie  opinion  of  Johnaon  at  a  mueh  earlier  date:  "  People  have  nowadaya  got  atrange 
ofiinion  ihaX  everything  ahould  be  taught  by  leoturea.  Now,  I  oannot  aee  that  leoturea 
oaa  do  ao  mneh  good  as  reading  the  booka  from  whieh  the  leoturea  are  taken.  I  know 
nothing  that  may  be  taught  by  leeturea  except  where  esperimenta  are  shown.  .  .  . 
Leetoiea  were  onee  uaeful,  but  now,  when  all  can  read,  and  booka  are  so  numerous, 
leeiuica  are  unneeeaaary.  If  your  attention  faila  and  you  miaa  a  part  of  the  lecture  it  ia 
loot;  you  cannot  go  back  as  yon  do  upon  a  book.*'  Globe  edition  of  Boawell's  life, 
pp.  174.  561. 

TbmX  of  a  weB^informed  oritio  recently  published:  "  The  lecture  system  has  many 
•dvantacsa.  But  if  introduced  too  early  in  the  course  of  education  it  is  in  peril  of  sub- 
aCitnting  general  facts  and  general  knowledge  for  doae  study,  and  it  is  also  in  danger  of 
tninim  the  memory  at  the  ezpenae  of  the  logical  f aoultiea.  Furthermore,  this  peril  ia 
Hihanced  when  atudenta  attend  ao  many  leeturea  that  they  have  little  time  left  for  read- 
ing, and  leaa  time  for  reflection."    Flemmg,  Univeraitiea  of  the  Work!,  p.  268. 
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claim  on  the  teacher's  consideration.  They  divert  atten- 
tion from  the  business  in  hand.  Time  is  wasted  when 
time  is  precious.  The  student  is  not  prepared  to  dif- 
ferentiate the  sham  from  the  real.  And,  beyond  all  this, 
the  subject  needs  no  such  adornment.  This  is  mistak- 
ing the  entertaining  for  the  interesting.  It  signifies  lack 
of  insight  into  the  basis  of  interest.  Interest  grows  in 
any  worthy  subject  through  hard  work  and  conscious 
achievement.  It  enlarges  in  direct  proportion  to  the 
growth  of  knowledge  and  knowledge  is  won  through 
severe  study.  We  should  demand  and  enforce,  then, 
plentiful  mental  exercise,  reject  all  adventitious  aid, 
relying  for  interest  on  the  growing  understanding  of  the 
students.  Interest  in  heredity  may  induce  a  student  to 
care  painstakingly  for  a  colony  of  mice,  weigh  their 
food,  measure  and  regulate  their  indulgence  in  alcohol, 
count,  weigh  and  observe  the  development  of  their 
progeny.  All  this  he  does  with  meticulous  care  if  he 
understands  his  subject,  and  counts  it  a  fascinating 
task.  Wonderful  is  the  interest  in  baseball  statistics 
displayed  by  the  capable  fan.  Will  not  similar  mas- 
tery of  economics  bring  like  interest  without  these 
adventitious  aids  ?  ^ 

Based  on  a  different  conception  are  the  various  col- 
lections of  materials  and  selections.  The  undergradu- 
ate, we  are  told,  lacks  a  factual  basis  for  economic 
thinking.  The  sophomore  boy  or  girl  has  not  sufficient 
knowledge  of  industrial  conditions  to  enable  him  to 
apprehend  the  theories  propounded.  Much  of  this 
undoubtedly  is  true.    The  teacher  may  have  moments 

1  *'  Of  the  aasertion  that  it  is  expedient  to  arouse  an  appetite  for  both  the  facts  and 
the  theory,  at  leart  this  much  may  be  said  by  way  of  discussion:  that  spectacular  teach- 
ing, the  t^**^^'"g  generously  interlarded  with  thrills  and  anecdotes  and  sentiments,  is 
poor  teaching;  that  a  sustained  interest  is  best  maintained  by  inducing  the  student  to 
do  plenty  of  intelligent  and  hard  work  and  by  the  daily  stimulus  which  the  live  teacher 
knows  how  to  impart;  but  that  despite  these  truths  it  is  Justifiable  and  expedient  to 
study  carefully  how  the  interest  of  the  student  may  be  arouaed  and  maintained." 
T.  S.  Adams,  at  the  1911  Chicago  Ck>nference. 
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when  it  is  revealed  to  him  that  more  facts  would  make 
his  conceptions  clearer,  his  insight  surer.  Even  the 
scholar  may  win  to  wisdom  at  the  end  of  the  road  and 
realize  that  only  infinite  knowledge  would  prove  an 
adequate  basis  for  his  ambitious,  heaven-aspiring 
theories.  But  this  is  not  for  the  undergraduate.  His 
business  is  to  begin  economic  thinking,  not  end  it.  Our 
duty  is  to  start  him  on  that  road,  not  admire  his  trium- 
phant finish.  We  get  a  sophomore  to  teach;  a  sopho- 
more produced  under  American  conditions,  where  home 
and  social  group  must  often  fail  as  supports  to  our 
teaching.  We  teach  students  drawn  democratically 
from  the  body  poUtic.  We  cannot  expect  this  group  to 
assimilate  readily  and  classify  accurately  the  valuable 
selections  garnered  in  our  scholarly  excursions  There 
are  limits  to  the  most  capable  sophomore's  digestive 
ability.  And  mental  indigestion  in  the  teaching  of  ele- 
mentary economics  is  a  serious  malady.  Given  a  good 
text,  a  willing  student  and  a  gifted  teacher  who  under- 
stands the  individual  sophomore,  aid  can  be  foimd  in 
the  use  of  selections  assigned  because  the  need  is  evident 
and  the  student  has  been  led  to  feel  it.  Reading  to 
satisfy  interest  and  reading  to  cover  assignments  are 
vastly  dissimilar  in  results.  A  few  supplementary 
references,  of  clear-cut  character  and  considerable 
length  which  fill  gaps  in  information  well  apprehended 
by  student  and  teacher,  are  undoubtedly  essential. 
But  only  a  scholar  can  appreciate  the  moniunental  mass 
of  selections  at  hand  and  the  elementary  course  is  too 
burdened  with  essential  tasks  to  make  their  large  use 
practical.^ 

X  The  f dDowIng  statements  are  from  the  pzef aoe  of  a  leoently  published  ooUeotion  — 
Handhon's  Cunent  Eoonomic  Problems.  "The  readings  which  follow  have  been 
■elected  from  the  most  miseeUaneous  sources.  They  reiiresent  all  the  prominent  atti- 
tudes, from  the  most  conservative  to  the  most  radical,  which  condition  the  direction  of 
oar  development.  Tliey  are  written  by  men  possessed  of  the  widest  varied  of  opinion  — 
eectwmrie,  politieal  and  sodologioaL    Tliey  represent  emotionally  as  weU  as  inteUeetu- 
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Of  similar  character  is  the  suggestion  carried  in  our 
aids  that  the  student  may  be  expected  in  his  first  ap- 
proach to  the  subject  to  compare  various  theories  and 
even  systems  of  economics.  Six  theories  of  wages  in  an 
elementary  economics  manual  may  make  any  teacher 
pause.  Suggested  readings  including  such  widely  dis- 
similar theorists  as  Patten,  Fetter,  Clark,  Taussig, 
Adams,  Smith,  Marshall,  Hobson,  may  well  arouse 
wonder.  That  any  sophomore  could  make  intelligent 
use  of  them  passes  belief.  That  a  practical  teacher  with 
abimdant  every-day  contact  with  American  sophomores 
and  with  wisdom  in  appraising  the  results  of  his  teach- 
ing would  long  continue  such  methods  seems  incredible. 
Ours  is  a  more  prosaic  and  simpler  task.  For  critical 
examinations  of  theories  and  texts,  old  and  new,  of 
systems  of  economics  established  and  proposed,  our 
work  may  be  a  preparation;  but  our  students  must 
learn  to  stand  and  walk  in  the  economic  field  before  we 
demand  that  they  avoid  pitfalls  and  dangers  that  tax 
the  expert  abilities  of  the  tried  warriors  of  economic 
controversy.  These  suggestions  are  discouragements 
rather  th£m  aids  to  both  student  and  teacher.  We 
recognize  here  a  recrudescence  of  the  German  ideal  of 
learning  —  a  denial  of  the  American  ideal  of  training 
for  sound  citizenship.  This  overshoots  the  mark  of  the 
undergraduate  teacher's  task  of  developing  immature 
economic  minds.  We  do  not  aim  at  completeness  of 
knowledge  primarily  but  rather  at  eflfective  ability  to 
grapple  with  economic  questions.  Hence  we  reject  such 
suggested  aids. 

The  solid  achievements  of  the  new  literature  would 
seem  to  be  the  suggested  questions  and  problems  whose 

ually.  .  .  .    They  contain  sound  argument,  good  Judgment,  truth.    Thegr  oontain,  too, 
much  of  overatatement,  faUadoua  reaaoning  and  falaehood.  .  .  ." 

Thia  collection  is  designed  for  use  as  the  "  principal  pedagogical  instrument "  in  a 
semester  course  in  current  problems  or  in  connection  with  a  test  in  general  theory.  In 
both  oases  problems  and  exercises  serve  *'  as  supplementary  materiaL" 
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purpose  is  to  stimulate  and  direct  the  student's  think- 
ing. Given  an  adequate  text  and  teacher,  comprehension 
enough  to  be  content  with  onSf  nothing  can  be  better 
than  questions  which  test  the  student's  apprehension  of 
the  text;  exercises  which  require  his  alert  appUcation  of 
theories  to  concrete  situations;  problems  which  test  his 
ability  to  analysse  situations  and  discern  the  bearing  of 
various  social  forces  and  factors.  This  is  closely  akin  to 
the  demand  made  on  the  citizen.  It  is  hence  a  pre- 
liminary exercise  fitted  to  develop  ability  to  meet  that 
demand.  The  more  concrete,  practical  and  up-to-date 
these  exercises  can  be  made,  the  better.  They  must  be 
varied  and  constantly  changed.  The  student  must 
understand  that  he  is  not  solving  problems  but  appre- 
hending theories;  not  memorizing  answers  to  questions 
but  testing  the  caUber  of  his  understanding  of  economic 
principles.  One  hastens  to  add  that  the  niunber  of  such 
exercises  used  should  be  strictly  limited  and  nicely 
adjusted  to  the  needs  of  the  class  in  hand;  ideally, 
indeed,  adjusted  to  the  individual  student.  Much  of 
the  matter  contained  in  the  more  extended  manuals 
represents  an  attempt  to  put  the  teacher  between  covers, 
an  attempt  foredoomed  to  failure.  This  will  be  evident 
to  anyone  who  attempts  to  use  these  formulated  ques- 
tions with  a  class  of  students.  Many  are  unnecessary 
and  wasteful  of  precious  time,  for  every  class  represents 
diverse  capacities  and  is  possessed  of  vastly  different 
stores  of  information.  Oilers  miss  fire  altogether,  for 
the  class  cannot  be  expected  to  be  armed  at  all  points 
and  universally  alert.  Still  others  require  a  degree  of 
explanation  and  preparation  before  they  are  made 
effective  that  makes  their  use  unduly  laborious. 

For  all  such  machinery  the  essential  substitute  is  an 
adequate  text  and  a  teacher  of  insight.  He  must  know 
his  class  as  he  knows  his  text  and  subject  —  accurately, 
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precisely,  and  at  every  stage  of  their  advancement.  He 
must  be  as  apt  in  class-room  methods  as  a  scholar  in 
laboratory  technic;  he  must  understand  the  stage  of 
development  of  each  class  —  if  possible  each  student  — 
as  accurately  as  the  investigator  does  the  stage  of 
advancement  of  his  problems.  This  is  his  work  —  a  job 
to  tax  his  wisdom  and  knowledge.  There  is  none  more 
di£Scult  and  fascinating,  as  there  is  none  more  worth 
while.^  Such  a  teacher  will  not  be  at  a  loss  for  questions 
and  exercises  to  stimulate  student  thinking  in  the  unex- 
plored comers  of  the  subject  in  hand.  Such  a  teacher 
will  speedily  relegate  extended  books  of  problems  and 
questions  to  his  reference  shelves  and  invent  and  adapt 
daily  in  his  mind  to  mind  teaching  the  most  effective 
exercises.  There  will  be  some  exercises  repeated  year 
after  year  in  every  class.  But  even  here  the  problems 
set  must  be  varied.  Such  variation  provides  an  attrac- 
tive up-to-dateness.  But  of  much  more  importance  is 
the  effect  it  has  in  breaking  up  the  notion  that  the  solu- 
tion of  a  given  problem  is  the  end  sought.  The  instruc- 
tion must  inculcate  the  notion  that  principles  are  being 
developed  and  the  student's  grasp  of  them  tested.  How 
important  this  may  be,  practised  and  earnest  teachers  of 
American  sophomores  will  understand. 

This  discussion,  then,  leads  to  the  conclusion  that  the 
genuine  aid  derived  by  the  teacher  in  class-room  work 
from  the  new  helps  in  teaching  elementary  economics 
will  be  slight.  The  benefit  derived  by  the  American 
sophomore  intent  on  mastering  that  subject  will  not  be 
great.   The  best  feature  of  the  proffered  aid  is  the  exer- 

*  Compare  JowetVs  obituaxy  of  his  fxiend  Luke,  a  tutor:  '*  He  uadexstood  perfeoUy 
tbe  aecret  of  euooesa  as  a  CoUeie  Tutor.  The  aecret  ia  chiefly  devotion  to  the  work  and 
conaideratioii  for  the  oharaoten  of  young  men.  No  young  man  ia  really  hostile  to  one 
who  is  laboring,  evening  as  well  as  morning,  wholly  for  his  good  —  who  troubles  him 
only  about  wei^tier  matters  —  who  knows  how  to  sympathise  with  his  better  mind  — 
who  oan  venture  to  associate  with  him  without  formality  or  restraint.*'  Life  and  Letters 
of  Jowett,  vol.  i,  p.  882. 
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cise  and  problems  material.  Every  progressive  teacher 
will  find  helpful  suggestions  here.  Yet  every  such 
teacher  will  find  that  it  needs  adaptation  to  the  present 
need  of  each  class  that  he  teaches.  It  is  agreed  that  the 
manuals  are  most  useful  in  the  institutions  of  their 
origin  and  in  the  hands  of  their  authors,  and  the  reason 
is  that  there  they  best  meet  the  students'  needs.  For 
the  student  as  he  stands  in  economics  is  the  central  — 
one  is  tempted  to  say  the  unknown  —  factor  in  the 
equation.  We  welcome  the  manifestations  of  interest 
in  the  teaching  problem.  We  repudiate  the  suggestion 
that  that  problem  can  be  solved  by  the  production  of 
scholarly  books.  We  would  exorcise  the  productive 
scholarship  ideal  here  and  replace  it  wifli  that  of 
developmental  teaching.  We  want  the  research  instinct 
applied  to  the  undergraduate  mind.  We  want  freedom 
and  appreciation  for  the  teacher  in  his  own  person  and 
for  the  exercise  of  his  own  function. 

That  such  change  of  emphasis  will  yield  great  returns 
there  is  abundant  evidence.  Let  any  capable  economist 
examine  his  own  progress  in  the  subject.  It  is  certain 
that  his  ability  and  grasp  grew  throug;h  his  own  and  not 
through  his  instructor's  mental  activity.  It  is  equally 
plain  that  this  points  the  direction  of  his  efforts  as  a 
teacher.  Economists  are  familiar  with  the  pertinent 
example  found  in  J.  S.  Mill's  description  of  his  severe 
training  at  the  hands  of  his  father.  We  are  inclined  to 
sympathize  with  the  son  on  remembering  the  heroic 
character  of  the  father's  demand  for  effective  thinking. 
But  that  teacher  developed  one  of  the  most  capable 
economists  in  the  subject's  history.^    Many  of  us  will 

>  One  nuiy  fmitfuUy  ecmaider  MiQ'B  own  iudgment  in  this  oonneetion.  **  It  it,  no 
doobit,  a  Tflry  laudable  effort,  in  modern  teaching  to  render  as  much  as  poeeible  of  what 
the  yoonc  are  required  to  learn,  easy  and  interesting  to  them.  But  when  this  prinoiple 
is  poshed  to  the  length  of  not  requiring  them  to  learn  ansrthing  but  what  has  been  made 
cessr  and  interesting,  one  of  the  chief  dbjeots  of  education  has  been  sacrificed.*'  Auto- 
biography, p.  63. 


Digitized  by  VjOOQIC 


104  QUARTERLY  JOURNAL  OF  ECONOMICS 

have  read  of  the  self-directed  efforts  of  Carl  Schurz 
in  mastering  the  language  of  his  adopted  country. 
More  will  know  of  his  perfect  mastery  of  English.  That 
students  respond  and  results  are  adequate  to  compen- 
sate the  energy  expended  is  proven  by  association  with 
students  in  laboratory  courses;  with  men  studying  law 
imder  the  case  system,  or  by  consideration  of  the 
methods  and  results  evidenced  in  the  Wellesley  German 
department.^  Always  the  interest  is  vigorous  and 
active,  the  result  is  sure  and  gratifying,  if  capable 
teachers  adapt  teaching  methods  to  the  end  of  stirring 
the  student  minds  to  activity,  willingly  spending  labo- 
rious days  in  apprehending  the  content  and  needs  of 
that  mind,  and  holding  the  student  to  a  standard  of 
real  effort  and  advancement. 

For  we  note  that  teaching  efforts  and  manuals  alike 
fail  if  there  is  no  rigid  maintenance  of  a  high  standard. 
The  elder  Mill  knew  no  quality  of  mercy  here.  We 
may  not  measure  up  to  his  severity  in  dealing  with 
American  students.  We  recognize  the  facts  in  our  prob- 
lem. The  American  college  deals  with  students  drawn 
from  American  homes  and  secondary  schools.  In  state 
universities,  in  particular,  we  owe  a  duty  to  each  student 
who  appears.  We  may  anticipate  a  ready  reaction  on 
secondary  school  requirements  if  the  universities  set  the 
pace.  But  in  America  generally  we  must  as  American 
teachers  face  the  American  situation.  This  is  to  suggest 
that  our  students  will  come  to  us  from  various  homes 
and  social  groups.  They  will  not  come  in  many  in- 
stances in  our  new  society  from  cultured  homes.    Back 

i  "  The  dnMtb  thoronghnw  with  which  unpromiaiiig  students  are  weeded  out  of  the 
ooorses  in  German  enhanoes  rather  than  defeats  their  popularity  among  undersradu- 
ates."    Florenoe  ConTerae,  Story  of  Wellesley,  p.  142. 

Professot  MOller:  "  Now  joy,  genuine  joy,  in  their  work,  based  on  good,  strong, 
mental  exercise,  is  what  we  want  and  what  on  the  whole  we  get  from  our  students.  It 
was  so  in  the  days  of  Frftulein  Wenckebach  and  is  so  now,  I  am  happy  to  say — and  not 
in  the  literature  courses  only,  but  in  our  elementary  drill  work  as  vnSL"   Ibid.,  p.  141. 
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of  them  is  no  history  of  educational  achievement  in  the 
family  record.  Around  their  youth  was  thrown  no  spell 
of  books  and  quiet  thoughtfulness.  Sons  and  daughters 
of  pioneers  and  immigrants  meet  the  college  teachers  in 
America.  They  are  splendid  in  ambition^  capable  in 
intellect,  responsive  and  loyal,  not  slothful  in  spirit,  and 
resihent  in  mind.  But  the  teacher  of  insight  knows  that 
pioneer  America  cannot  expect  for  many  generations  to 
send  the  colleges  men  and  women  of  great  home-acquired 
culture.  The  teacher  must  measure  growth  and  achieve- 
ment rather  than  the  absolute  result.  He  must  under* 
stand  his  student  as  he  enters  his  class;  appreciate  his 
endeavor  and  advancement  in  the  subject;  and  accept 
the  result  if  a  normal  amount  of  real  mental  growth  is 
shown.  Thus  the  college  has  fitted  for  better  life  as  a 
citizen.  Thus  the  teacher  has  worthily  fulfilled  his  mis- 
sion. Thus  the  student  has  economically  spent  the 
valuable  years  devoted  to  his  college  course.  To  effec- 
tively aid  in  this  mental  growth  and  understandingly 
measure  it  is  the  teacher's  fimction.  It  suggests  again 
his  central  position  in  the  American  college. 

If  one  apprehends  the  American  college  student  in  his 
peculiar  and  worthy  character,  the  next  question  in 
view  is  that  of  the  American  collegiate  situation.  Here, 
as  was  suggested  above,  we  meet  the  question  of  inter- 
coU^^te  competition.  This  enforces  the  conclusion 
that  reforms  must  originate  above.  The  leaders  in 
education  must  give  us  the  lead  in  the  new  emphasis 
needed  on  teaching  and  teachers.  Similar  in  effect  is 
the  interdepartment  competition  within  the  college. 
No  department  or  teacher  can  in  fairness  and  in  prac- 
tice exact  a  higher  standard  of  performance  or  result 
than  the  others  in  the  college,  or  indeed,  than  the 
general  educational  level  of  that  section  of  the  coimtry. 
This  means  that  the  teacher  or  department  cannot  be 
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judged  harshly  if  he  fails  of  the  high  standard  of  the 
elder  Mill.  As  he  has  diifferently  prepared  material  so 
he  has  hampering  surrounding  conditions.  The  stand- 
ards he  sets,  if  they  be  attainable  through  hard  work, 
will  be  met,  and  cheerfully  met.  The  larger  demand 
bringa  compensating  larger  interest  based  on  conscious 
growth  and  mastery  in  the  subject.  But  the  practical 
problem  in  America  today  is  to  get  the  standard  of 
acceptable  performance  in  our  subject  of  economics 
materially  advanced.  And  the  concluding  suggestion 
of  this  paper  is  that  we  look  for  light  and  leading  to  the 
great  universities.  Let  them  but  set  the  example, 
demonstrate  the  result,  through  right  teaching  train 
teachers  imbued  with  the  teacher's  interest,  i.  e., 
interest  in  training  students,  and  all  else  will  follow  in 
due  course.  Their  established  position  renders  them 
immune  to  the  handicaps  of  competition  closely  besetting 
the  usual  American  college  and  the  usual  economics 
department.  Their  recognized  position  of  leadership 
places  the  obligation  squarely  upon  them,  and  only 
their  assimiption  of  the  duty  promises  the  beneficial 
modification  of  the  present  situation.  The  college 
teacher  cannot  make  a  demand  for  results  higher  than 
that  established  in  his  college;  the  college  cannot 
demand  severer  study  than  the  going  rate  in  the  district. 
But  the  university  in  its  position  of  leadership  backed 
by  its  acquired  prestige  is  not  so  limited  in  setting  stand- 
ards and  demanding  their  fulfilment.  The  democracy 
needs  disciplined  minds;  the  colleges  must  therefore 
enforce  this  discipline.  In  doing  so  they  will  serve  the 
state,  benefit  the  student,  lighten  the  teacher's  work  and 
astonish  themselves  with  the  gain  in  class-room  interest 
and  in  the  enjoyment  of  the  subject  by  the  students. 
Then  the  teacher  will  win  back  his  rich  domain  abdi- 
cated for  a  season  through  the  lure  of  productive 
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scholarship.  He  cannot  be  forced  from  his  kingdom  by 
any  assault  of  student  activities  or  failure  of  student 
support.  His  powers  are  plenary.  Let  him  but  exercise 
them.    Let  the  universities  but  hold  up  his  hands. 

This  then  is  our  argument.  The  correct  American 
ideal  in  the  undergraduate  course  in  economics  is  train- 
ing for  citizenship  in  the  largest  meaning  of  that  term; 
in  that  training  the  teacher  is  the  fundamental  factor; 
the  college  must  search  for,  reward,  and  support  the 
teacher,  making  a  new  division  of  labor  between  teachers 
and  scholars,  and  expectii^  from  the  undergraduate 
teacher  the  expenditure  of  his  abihties  freely  on  the 
teacher's  function.  Given  such  an  emphasis  on  teaching 
the  proffered  helps  will  find  their  proper  subordinate 
and  limited  sphere,  the  lecture  will  be  abandoned,  the 
attempt  to  over-crowd  the  course  will  be  given  over. 
We  will  settle  down  to  the  business  of  trauiing  to  think 
in  economic  realms,  to  developing  such  sophomore 
minds  as  American  conditions  send.  To  do  this  effi- 
ciently we  must  uphold  a  higher  standard  of  results  and 
exact  a  severer  discipline.  To  effect  this  change  in 
emphasis  and  secure  this  elevation  of  standards  we  look 
hopefully  to  the  leading  universities.  Theirs  is  the 
ability,  the  opportunity,  and  the  duty. 

Chablbs  E.  Persons. 
8r.  Louia  Mo. 
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SUMMARY 

I.  Is  there  ouireDcy  inflation  in  Germany  7  109.  —  Some  reasons 
for  doubting  it,  111.  —  II .  International  payments  where  the  move- 
ment  of  gold  is  restrictedi  112.  —  Exchange  in  New  York  sinoe  1014; 
sterling  exchange  in  1015,  114.  —  III.  German  exchange  and  its 
decline,  115.  —  German  payments  to  the  United  States,  116.  —  Ameri- 
can payments  to  Germany,  117.  —  The  balance  favorable  to  Germany, 
110.  —  IV.  Germany's  balances  mifavorable  in  other  neutral  countrieSi 
110.  —  Settlements  made  via  New  York  affect  mark  exchange,  121.  — 
Scandinavian  exchange  and  its  adjustment,  123. 

The  great  war  has  given  rise  to  many  economic  phe- 
nomena the  analysis  of  which  will  greatly  modify  some 
of  our  theoretic  conceptions.  There  is  a  tendency  to 
ignore  these  changes  as  much  as  possible^  by  explaining 
the  complicated  new  problems  by  old  seasoned  formulas, 
without  careful  inquiry  into  the  nature  of  the  new  facts. 
There  is  no  better  illustration  of  this  fruitless  endeavor 
than  the  discussion  of  the  German  exchange. 

The  argument  in  that  case  is  based  on  the  following 
facts  and  assumptions  of  fact.  (1)  The  paper  currency 
of  the  German  Empire  has  increased  considerably. 
(2)  The  bank  notes  which  form  the  bulk  of  this  currency 
are  not  any  longer  convertible  in  gold,  tho  they  are  legal 
tender.  (3)  Prices  all  over  Germany  have  risen  con- 
siderably. (4)  The  German  mark  valued  in  foreign  cur- 
rency has  declined  considerably.  Surely,  it  is  said,  these 
are  the  essential  signs  of  currency  inflation  and  currency 
depreciation. 

This  explanation  of  a  very  complicated  problem  may 
be  gratifying  from  a  poUtical  point  of  view.  But  as  an 
effort  in  theoretical  reasoning,  it  does  not  lead  to  any 
new  results  and  it  overlooks  many  new  facts. 

108 
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The  question  whether  the  German  currency  is  over- 
abundant or  not  cannot  be  answered  at  present  in  a 
scientific  way.  We  know  that  the  paper  circulation  of 
Germany  —  all  sorts  of  paper  included  —  is  now  about 
two  billion  dollars.  We  know  that  the  circulation  of 
paper  in  time  of  peace  varied  between  400  to  600 
million.  That  seems  to  prove  pretty  clearly  that  there 
18  a  redimdant  currency.  There  are  a  few  things,  how- 
ever, which  we  do  not  know  accurately,  but  which  we 
ought  to  take  into  account. 

Gold  has  disappeared  from  circulation.  We  do  not 
know  the  exact  amount  of  it;  we  can  assume  that  a  con- 
siderable part  of  the  gold  formerly  in  circulation  has 
been  handed  over  to  the  Bank.  The  visible  gold  fimd  of 
the  Bank  has  grown  by  250  million  dollars,  but  it  is 
impossible  to  state  accurately  the  amount  of  bank  notes 
which  have  taken  the  place  of  gold  formerly  in  circula- 
tion. We  know  that  the  area  served  by  German  bank 
notes  has  increased  enormously.  It  has  been  estimated 
that  the  occupied  territories  in  Courland,  Belgiimi, 
France,  etc.,  which  are  served  by  German  bank  notes 
have  a  r^ular  demand  for  250  to  500  million  dollars  in 
notes.  We  do  not  know  to  what  extent  cash  payments 
have  taken  the  place  of  payments  by  instruments  of 
credit.  The  mobilization  of  an  army  and  the  main- 
tenance of  huge  bodies  of  men  revolutionizes  a  nation's 
system  of  payments.  New  currency  spenders  arose 
everywhere;  new  centers  of  receiving  money  were 
created.  We  learn  from  all  countries  that  an  increased 
demand  for  currency  has  arisen,  not  so  much  on  accoimt 
of  the  spending  governments,  as  from  the  people  who 
receive  wages  and  salaries.    There  was  a  serious  short- 
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age  of  small  cash  everywhere.  Even  now  there  is  a  con- 
tinuous demand  for  very  small  notes  and  for  small  coins; 
the  German  government  has  been  obliged  to  issue  large 
quantities  of  small  coins.  We  have  no  sufficient  data 
about  the  total  amount  of  new  currency  needed  for  pur- 
chasing and  selling.  And  we  can  only  guess  whether  the 
amount  of  circulating  medium  issued  is  redimdant  or 
not.  The  only  fact  we  know  with  certainty  is  that  there 
are  complaints  of  a  shortage  of  currency  amongst  the 
public.  And  the  government  is  trjdng  hard  to  improve 
the  German  system  of  pajrments  by  facilitating  the  use 
of  checks  and  by  improving  the  clearing  house  system. 
On  the  other  hand  we  know  that  prices  have  risen 
considerably;  they  have  not  risen  uniformly.  It  is  pos- 
sible of  course  to  term  any  fairly  uniform  rise  of  prices 
"  currency  depreciation.''  In  doing  so  we  merely  gain 
a  term,  not  an  explanation.  In  studjdng  a  currency 
problem  we  are  interested  to  know  why  this  so-called 
depreciation  has  come  about.  Is  it  due  to  over-issue  of 
paper  or  to  shortage  of  commodities  ?  The  scientific 
problem  begins  only  after  we  have  proved  the  existence 
of  this  so-called  depreciation.  I  am  inclined  to  think 
its  explanation  is  just  the  reverse  of  that  usually  given. 
Prices  have  not  risen  because  bank  notes  have  been 
issued,  but  notes  had  to  be  issued  because  the  enormous 
new  demand  for  goods  and  a  dislocation  of  the  ordinary 
credit  machinery  brought  about  a  rise  of  prices  which 
could  not  be  dealt  with  except  by  additional  money 
issues.  The  purchasing  power  of  a  modem  government 
drives  up  prices  all  over  the  world,  if  the  trade  routes 
are  free.  In  a  case  like  Germany's,  whose  purchasing 
area  is  restricted  to  central  Europe,  the  effect  of  such  a 
demand  would  have  been  simply  overwhelming,  if  price 
regulations  had  not  been  resorted  to.  As  it  is,  the  exist- 
ing shortage  of  goods  affects  the  currency  considerably, 
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notwithstanding  all  government  interference.  In  an 
ordinary  year,  fifteen  million  tons  food-stuffs  are  con- 
sumed in  Germany;  last  year  there  were  but  ten  mil- 
lions. The  total  amount  of  currency  needed  for  the 
purchase  of  the  smaller  crop  was  probably  greater  than 
the  amount  wanted  for  the  bigger  crop. 

As  long  as  the  war  lasts,  we  scarcely  have  the  neces- 
sary data  to  search  out  the  real  nature  of  the  so-called 
depreciation.  But  even  today  there  are  serious  reasons 
why  we  should  doubt  the  explanation  given  in  accord- 
ance with  former  experiences. 

(1)  There  is  no  close  connection  visible  between  the 
amount  of  bank  notes  issued  and  the  level  of  prices.  A 
large  share  of  the  bank  notes  is  issued  against  treasury 
bills.  When  a  new  permanent  lodn  is  contracted,  treas- 
ury bills  are  not  renewed  for  some  time.  The  nimiber  of 
bimk  notes  in  circulation  is  greatly  reduced.  As  far  as  I 
know,  no  corresponding  move  in  prices  has  been 
recorded. 

(2)  There  is  no  premium  on  gold  and  there  is  no  dis- 
appearance of  gold.  Gold  disappeared  from  circulation, 
but  not  because  it  was  driven  away  or  because  it  was 
hoarded.  It  was  exchanged  by  the  people  against  bank 
notes,  without  a  premium.  Undoubtedly  appeals  to 
patriotism  were  made  in  Germany  and  in  France  to 
induce  the  people  to  part  with  their  gold.  Must  we 
assume  that  nations  have  become  so  patriotic  that  their 
citizens  do  not  dare  to  hide  a  gold  piece  and  are  willing 
to  hand  it  in  for  what  they  consider  deteriorated  paper  ? 
Or  is  it  not  easier  to  assume  that  they  do  not  believe  in 
the  deterioration  of  their  paper  in  relation  to  gold?i 

(3)  The  foreign  exchanges  do  not  show  a  close  cor- 
le^ondence  with  the  amount  of  circulation  issued. 
When  the  German  bank  note  issues  are  contracted,  there 

1  In  BiMiiA  the  Imperial  bank  pays  a  boonty  of  45  per  cent  for  sold  handed  in. 
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is  no  corresponding  rise  in  exchange.  This  absence  of 
connection  is  very  clearly  visible  in  the  case  of  England. 
About  a  year  ago  sterling  exchange  in  New  York  was 
$4.56;  today  it  is  $4.76;  England's  note  circulation 
(bank  notes  and  currency)  was  £86.3  millions;  today 
it  is  £76.6  millions,  and  the  gold  reserve  has  fallen  from 
£97  millions  to  £85.6  millions.^  But  exchange  has  risen. 
I  do  not  wish  to  say  that  there  is  no  currency  deprecia- 
tion in  Germany,  or  that  this  depreciation  —  if  there  is 
such  a  thing  is  not  due  to  an  over-issue  of  bank  notes. 
These  questions  cannot  as  yet  be  answered  in  a  strictly 
theoretical  way.  But  it  can  be  shown  what  has  brought 
about  the  fall  of  German  exchange  in  different  countries. 

II 

To  the  practical  financier,  foreign  exchange  is  the 
price  of  a  payment  in  foreign  currency  expressed  in  his 
own  currency.  If  the  foreign  currency  is  depreciated, 
he  gets  it  cheap ;  if  it  is  appreciated,  he  has  to  pay  extra 
for  it.  If  both  currencies  are  gold  currencies,  deprecia- 
tion and  appreciation  (discount  and  premium)  are 
limited  by  the  cost  of  transporting  gold.  If  the  foreign 
currency  is  a  silver  currency,  without  fixed  relation,  or 
a  paper  currency,  the  movements  of  premium  and  of  dis- 
count have  no  fixed  limits.  In  such  a  case  the  rate  of 
exchange  at  a  given  date  is  determined  by  the  ratio  of 
maturing  payments  due  to  one  country,  and  those  due 
from  this  country  to  other  countries.  The  value  of 
imports  and  services  received  from  abroad  constitutes 
the  liability,  the  receipts  from  exports  and  services 
rendered  to  foreign  coimtries  constitute  the  assets. 
Both  sides  are  really  valued  in  gold.  The  imports  to  a 
country  with  paper  currency  are  fixed  in  gold  in  the 

1  September  2,  1915  and  August  34,  1910. 
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exportmg  country,  and  the  exports  are  valued  in  gold 
at  their  destination.  But  for  this,  the  correlation  be- 
tween countries  with  paper  currency  and  those  with  a 
gold  currency  would  be  very  difficult.  The  essential 
distinction  between  countries  with  gold  currencies  and 
those  without  them  is  the  method  of  adjusting  the 
balance  of  payments.  Countries  with  a  real  gold  ciir- 
rency  are  comparatively  rich  countries.  They  can  afford 
to  keep  a  part  of  their  capital  in  gold,  in  the  vaults  of 
their  banks  or  in  circulation.  As  soon  as  their  balance 
of  payment  is  unfavorable,  gold  flows  out  automatically. 
Or  if  for  some  reason  this  is  not  desirable  the  country 
parts  with  some  of  her  assets.  Foreign  bills  which  have 
accmnulated  in  the  banks  are  sold;  or  if  it  is  a  serious 
situation  which  cannot  be  dealt  with  in  that  way,  stocks 
and  shares  of  foreign  enterprises  are  disposed  of.  An 
export  of  capital  takes  place.  This  is  one  way  of  adjust- 
ing the  balance.  The  other  way  is  the  flotation  of 
credit  in  fore^  countries.  That  may  be  done  by  the 
mere  prolongation  of  bills,  or  by  the  opening  of  new 
bank  credits  against  which  drafts  may  be  sold,  or  by  the 
flotation  of  a  foreign  loan.  As  the  coimtries  with  an 
unrestricted  gold  currency  are  the  rich  countries,  an 
unfavorable  balance  of  payments  is  for  them  nearly 
always  of  temporary  character;  it  can  nearly  always 
be  adjusted  by  transitory  measiures.  Countries  with  a 
paper  currency  are  poor  countries  (from  a  monetary 
point  of  view).  They  have  neither  gold  nor  securities  to 
export.  This  being  so,  they  find  it  much  harder  to  get 
credit  when  in  difficulties.  In  their  case  an  unfavorable 
balance  of  payments  is  adjusted  in  a  different  way. 
Their  imports  contract,  because  the  cost  of  getting  gold- 
priced  commodities  is  rising,  when  paid  for  in  depreciat- 
ing paper;  whilst  the  proceeds  of  their  exports  to  gold- 
paying  countries  net  them  more  paper  at  a  falling  rate. 
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Aa  a  paper  currency  has  always  been  the  currency  of  a 
poor  country,  which  had  neither  gold  nor  investments 
nor  cheap  credit  to  adjust  an  unfavorable  balance  of 
payment,  a  falling  exchange  easily  suggests  the  idea  of 
bankruptcy. 

The  war  has  greatly  affected  the  practical  f oimdations 
for  regulating  international  payments.  Oversea  com- 
munications are  cut,  goods  can  no  longer  move  as  they 
moved  before.  Even  where  conmiunications  are  open 
the  free  export  of  gold  does  not  exist  anywhere  today, 
not  even  in  the  United  States.  The  only  communica- 
tions which  are  fairly  free  are  the  wireless.  As  our 
theoretical  assumptions  are  based  on  free  movements 
of  goods,  services,  gold  and  securities,  the  changed 
condition  of  affairs  must  affect  them  somehow. 

The  most  interesting  illustration  of  this  state  of 
affairs  is  the  movement  of  the  foreign  exchange  in  New 
York  at  the  beginning  of  the  war.  Sterling  exchange 
jimiped  from  about  par  to  $7.00.  The  reason  was  simple. 
American  liabihties  abroad  were  heavier  at  that  date 
than  American  assets;  goods  and  services  to  adjust 
the  balance  could  not  be  sent  abroad.  Grold  could  not  be 
exported,  securities  could  not  be  forwarded;  credits 
could  not  be  opened.  But  payments  matiired  and  the 
competition  of  honest  debtors  who  wanted  to  fulfil 
their  obligations  drove  exchange  to  about  fifty  per  cent 
above  par.  Currency  questions  and  inflation  had 
nothing  to  do  with  it.  A  second  illustration  is  the  fall 
of  English  exchange  in  the  smnmer  of  1915.  Eng- 
land's circulation  no  doubt  was  somewhat  redundant. 
But  her  gold  reserve  was  considerable;  she  exported 
gold  freely,  she  exported  securities  also.  Yet  exchange 
went  on  falling  imtil  she  contracted  heavy  loans  abroad 
and  organized  the  sale  of  her  securities.  Since  then  her 
exchange  has  been  fairly,  steady,  tho  her  currency  is 
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expanding  regularly.  She  has  to  settle  a  balance  of  pay- 
ments getting  more  unfavorable  every  day;  she  has 
adjusted  the  rate  of  exchange  by  (a)  exporting  gold, 
(b)  selling  securities,  (c)  contracting  loans.  These 
suggestions  may  make  it  easier  to  imderstand  the 
German  situation. 

Ill 

Just  before  the  outbreak  of  the  war,  the  German 
mark  in  New  York  stood  nearly  at  par.  It  rose  imme- 
diately to  104  (cable),  as  large  blocks  of  German-owned 
seciuities  were  sold  in  New  York,  and  the  money  from 
the  sales  was  remitted.  After  a  period  of  completely 
interrupted  conmiunications,  German  marks  were  sold 
and  bought  once  more.  As  time  went  on  the  mark 
declined,  imtil  the  average  rate  has  come  to  be  about 
70  cents  for  four  marks.  During  this  period  the  com- 
mercial relations  between  Germany  and  the  United 
States  became  less  frequent  every  month.  Since 
March,  1915,  they  have  nearly  come  to  a  standstill. 

It  is  easy  to  understand  the  decline  in  German  ex- 
change in  New  York  which  took  place  at  the  time  when 
the  great  cotton  shipments  had  to  be  paid  for,  and  when 
very  few  commodities  came  from  Germany.  When  the 
cotton  movement  came  to  a  standstill,  mark  exchange 
was  quoted  at  82}.  But  there  has  been  a  further  de- 
cline.    Today  (October,  1916)  exchange  is  70  cents.* 

>  Hm  psr  in  New  York  is  96J2  osnts  for  four  marks.  CsbleB  hftve  been  quoted  as 
foDovm: 

Week  ending  October  30, 1914  g»-88 

'  -     Febnuiy  19. 1915  86|-84f 

«  '      March  19, 1916  84|-«2} 

«  '     October  39. 1916  82|-81^ 

'  •     November  27. 1915  80JV-Mf 

•  •     January  24,  1916  76i-78 

'  '     March  31, 1916  73i-73f 

'  «     July  22,  1916  73^-73 

«  •     October  3. 1916  69| 

Untfl  tffts  sprinc  of  1915  indirect  imports  to  Germany  from  the  United  States  via 
i  eoontries  wsre  considerable.    Whilst  direct  inqrarts  of  cotton  to  the  Central 
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If  German-American  relations  were  considered  as  an 
isolated  phenomenon,  the  mark  would  be  at  a  premium 
today,  as  it  was  in  the  first  days  of  August.  Notwith- 
standing the  so-called  depreciation  of  the  German  .cur- 
rency, the  balance  of  payments  is  in  favor  of  Germany. 
But  gold  cannot  be  sent  to  Germany;  the  United  States 
do  not  own  German  securities  they  could  return;  Ger- 
many could  scarcely  give  credit  to  the  United  States. 
A  more  detailed  statement  will  show  plainly  that  this 
is  in  reality  the  situation. 

German  payments  in  the  United  States  are  as  follows. 
(1)  Salaries  of  German  officials.  (2)  Support  of 
stranded  Germans  and  the  like.  (3)  Interest  and 
dividends  on  American  concerns  in  Germany  (insurance 
companies,  etc.).  But  the  fall  in  exchange  makes  a  re- 
mittance to  the  United  States  rather  expensive;  a  remit- 
tance of  $1000  costs  5470  marks  instead  of  4197  marks: 
American  capitalists  have  a  strong  inducement  to  keep 
their  balances  in  Germany.  (4)  Profits  on  American 
bank  balances  in  Germany.  These  balances  are  small, 
the  profits  are  likely  to  be  kept  in  Germany.  (5) 
Interest  on  American-owned  German  securities.  There 
may  be  a  few  investments  made  before  the  war  (City  of 
Frankfiu-t  bonds  were  at  one  time  issued  in  New  York). 
Some  American  insurance  companies  may  hold  a  few 
German  bonds  over  the  amoimt  required  for  their  busi- 
ness in  Germany.  German  citizens  in  the  United  States 
and  American  citizens  with  German  connections  hold 
some  German  shares  and  bonds.  There  has  been  a 
lively  interest  taken  in  this  country  in  German  war 
bonds.  The  yearly  interest  due  on  them  may  be  about 
2  miUion  dollars  (this  varies  with  the  exchange). 
(6)  The  cost  of  maintaining  the  German  ships.    This, 

Powers  for  escample  fell  by  2i  million  bales,  imports  to  neutral  neighbors  rose  by  1.67 
million  bales.  Germany  imported  about  1}  million  bales.  Payments  for  imported 
ootton  must  have  been  well  over  one  hundred  million  dollars. 
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by  far  the  heaviest  regular  item,  is  much  smaller  than 
commonly  assimied. 

Notwithstanding  the  impossibility  of  shipping  goods 
to  Germany,  there  were  heavy  purchases  of  goods  some 
time  ago.  These  goods  have  been  paid  for  and  the 
payments,  when  made,  have  affected  the  international 
balance.  In  the  meantime  a  part  of  the  goods  has  been 
sold,  at  a  profit  in  most  cases.  What  has  not  been  sold 
constitutes  the  basis  of  excellent  credits.  Not  all  pay- 
ments due  by  Germany  to  the  United  States  have  to  be 
paid  when  they  fall  due.  By  the  use  of  banking  credit 
quite  a  considerable  amount  can  be  deferred. 

American  payments  to  Germany  include  the  following 
items.  (1)  Interest  and  dividends  on  American  securi- 
ties owned  in  Germany.  Tho  there  has  been  a  good  deal 
of  liquidation,  many  blocks  are  still  held.  The  total 
amount  cannot  be  estimated  before  the  census  of  foreign 
investments,  recently  ordered  by  Germany,  has  been 
completed.  (2)  Remittances  to  Americans  residing  in 
Germany  or  to  Germans  interested  in  American 
enterprise.  (3)  Remittances  to  American  officials  and 
commissioners.  (4)  Dividends  and  earnings  on  German- 
owned  enterprises  in  the  United  States;  for  example  the 
wireless  stations,  profits  on  bank  balances,  dividends  of 
insurance  companies.  —  So  far  as  these  items  go,  there 
is  no  essential  difference  between  the  nature  of  the 
assets  and  that  of  the  liabilities;  the  favorable  balance 
is  established  partly  by  the  dividends  on  German- 
owned  investments,  partly  by  other  items. 

Other  items  are  somewhat  different.  (5)  There  is  a 
decided  flow  of  capital  from  the  United  States  to  Ger- 
many, (a)  Whenever  securities  are  sold,  tho  dividends 
of  course  cease,  the  capital  retiuns.  Owing  to  the  fall  in 
the  exchange  dollar  securities  are  sold  at  a  large  profit. 
A  bond  for  $1000  which  was  bought  at  90  ten  years 
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ago,  cost  3744  marks;  it  would  net  4923  marks  today. 
(b)  American  subscriptions  for  German  war  bonds  have 
created  a  considerable  demand  for  marks.  True,  the 
paying  of  interest  brings  about  a  corresponding  demand 
for  dollars,  but  the  demand  for  marks  on  a  five  per  cent 
basis,  is  twenty  times  the  demand  for  dollars.^  (6) 
Besides  German  dividends  from  concerns  in  the  United 
States,  dividends  from  South  America  and  from  the  Far 
East,  are  sent  to  Germany  by  way  of  New  York.  These 
items  are  very  considerable.  Receipts  from  the  Far 
East  alone,  since  the  war  began,  compare  favorably 
with  the  subscriptions  of  German  loans  in  the  United 
States.  (7)  In  addition  to  the  business  transactions 
there  are  considerable  remittances  to  Germany  of  a 
different  character,  (a)  German-American  charities 
have  sent  a  good  deal  of  money  to  Germany.  Since  the 
war  began,  the  Red  Cross  and  kindred  associations  have 
remitted  over  seven  million  dollars  (the  Jewish  charities 
are  not  included).  This  is  nearly  double  the  interest 
due  to  America  on  German  war  bonds.  (&)  Remit- 
tances of  German  immigrants  to  their  relations  at  home 
played  no  part  before  the  war;  as  Germany  was  growing 
rich,  they  were  no  longer  needed.  But  the  estates  of 
German  citizens  who  died  in  the  United  States,  had  to 
be  sent  home;  they  contribute  a  large  item.  Since  the 
war  began,  many  Germans  have  been  thinking  anew  of 
their  relatives  at  home  and  have  forwarded  money  to 
them.  These  sxmis,  however,  are  small  in  comparison 
to  what  is  sent  home  by  Germany's  allies,  the  Hun- 
garians especially.  Their  remittances  during  the  war 
have  been  estimated  at  eighty  millions  a  year.  They 
affect  the  German  situation  considerably.  The  Austrian 
immigrants  buy  crowns  in  New  York;  a  lai^e  part  of 

>  The  small  Gemuui  loan  of  ten  inillion  dollaxe,  whieh  wai  floated  in  the  United 
Statea  in  April.  1915,  ia  not  taken  into  aoeount,  inaamuoh  aa  it  has  been  repaid. 
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these  "  crowns  "  is  offered  by  the  German  banks,  whose 
clients  in  Germany  were  paid  in  crowns.  They  have 
thus  a  chance  of  buying  dollars.  The  fall  in  exchange 
is  a  great  boon  to  the  Austrian  emigrants  and  their 
families.  At  normal  rates,  their  dollar  savings  are 
worth  400  million  crowns;  today  their  value  is  664 
million  crowns. 

It  is  impossible  to  make  up  a  complete  statement  of 
Germany's  ''  balance  of  payments ''  with  the  United 
States.  But  the  enumeration  here  made  shows  clearly 
that  it  must  be  favorable.  None  the  less,  quotations  of 
the  foreign  exchange  show  a  depreciation  of  the  mark 
the  world  over.  How  can  this  seeming  inconsistency  be 
explained?^ 

IV 

Germany  has  an  unfavorable  balance  of  payments  as 
far  as  her  neutral  neighbors  are  concerned  —  Holland, 
Denmark,  Switzerland,  Sweden  and  Norway.  She  has 
a  favorable  balance  with  Austria.  She  imports  a  great 
deal  from  the  other  coimtries,  she  exports  also  to  them; 
but  the  value  of  her  imports  is  greater  than  that  of  her 
exports.  The  balance  is  not  redressed  by  services  or 
sales  of  securities.  It  is  not  easy  to  get  statistical 
information  on  these  points  on  this  side  of  the  water. 
Neither  Germany  nor  the  neutrals  are  interested  in 
helping  the  British  blockade  with  accurate  information. 
On  the  other  hand,  the  British  censor  is  very  anxious  to 
maintain  in  the  United  States  the  fiction  that  Germany's 

>  QootatkuM  of  foraitn  wmhangp  in  Oermany  bave  been: 

Par  Summer  of  ldl6 

New  York  4.19  5.173 

Holland   108.  224f 

ScandinaTia 112.}  158| 

Switaeriand 81  102} 

Bonmania  81  86| 

Bulgaria 81  79 

Austria 86.06  69.36 
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foreign  trade  is  cut  off.  He  is  not  very  keen  to  demon- 
strate to  the  American  people  that  his  policy  discrimi- 
nates against  them.  Tliey  are  not  permitted  to  send 
goods  to  Germany,  whilst  Scandinavia,  Holland  and 
Switzerland  cannot  be  prevented  from  doing  so.  Whilst 
detailed  information  cannot  be  published  before  the 
close  of  the  war,  even  the  daily  papers  contain  sufficient 
information  to  show  that  a  large  trade  is  going  on.  The 
result  of  this  trade  is  an  unfavorable  exchange,  and  the 
balance  has  to  be  settled  by  payments.  Tho  it  is 
impossible  to  state  the  balance,  it  cannot  be  less  than 
several  hundred  millions  of  dollars. 

In  ordinary  times,  Germany  would  pay  for  imports 
either  by  bills  on  her  banks  or  by  remittance  in  foreign 
currency.  Since  mark  exchange  is  subject  to  fluctua- 
tions, it  is  fair  to  assume  that  the  foreign  sellers  try  to 
avoid  risks,  and  prefer  payment  in  their  own  currency. 
Germany  has  to  remit  guilders,  francs,  and  Scandinavian 
crowns.  She  gets  them  in  various  ways,  (a)  By  selling 
her  own  goods;  but  owing  to  the  state  of  war,  her 
industries  are  unable  to  export  on  a  large  enough  scale. 
(&)  She  might  render  services  to  her  neighbors  and  draw 
interest  on  capital  invested  in  their  industries.  That 
has  been  done  in  the  past.  At  present  her  facilities  for 
doing  so  are  restricted,  (c)  She  can  sell  securities;  and 
this  has  been  done  in  Holland  and  Switzerland  to  a  con- 
siderable degree.  But  a  large  part  of  her  securities  are 
sequestered  by  the  AUies  for  the  time  being,  and  others 
can  be  sold  at  a  loss  only.  The  Dutch  and  the  Swiss 
markets  cannot  take  unlimited  quantities  of  foreign 
securities,  and  the  coimtries  in  question  were  either  not 
indebted  to  Germany  before  the  war  (Holland),  or 
indebted  to  her  in  a  moderate  degree  only,  {d)  She 
might  export  gold,  as  has  been  done  in  special  cases. 
Since  Germany  is  not  a  gold  producing  country  and  the 
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unfavorable  balance  will  continue  as  long  as  the  war 
lasts,  this  cannot  be  done  on  a  lai^e  scale.  The  gold 
reserve  in  the  bank  has  always  been  more  than  one- 
third  of  the  outstanding  notes;  if  it  were  reduced 
below  600  million  dollars,  a  corresponding  contraction 
of  the  currency  would  follow,  assuming  the  ratio  of  the 
gold  reserve  to  be  maintained.^  And  the  nation's  busi- 
ness life  could  not  stand  such  a  contraction,  (e)  She 
could  contract  loans  abroad  as  the  Allies  have  done. 
This  has  been  done  imdoubtedly  to  some  extent,  as  far 
as  banking  credits  are  concerned.  But  broadly  speak- 
ing Germany  has  preferred  a  falling  exchange  to  the 
flotation  of  a  big  foreign  loan.  She  prefers  a  loss  of 
income  to  a  loss  of  capital. 

Such  being  the  case,  maturing  credits  belonging  to 
Germany  —  in  Scandinavia  for  example  —  are  always 
smaller  than  Germany's  maturing  liabilities  to  Scandi- 
navia. Scandinavian  currencies  are  at  premium. 
German  banks  buying  Scandinavian  crowns  in  Berlin  or 
in  Copenhagen  are  always  in  an  unfavorable  position. 
They  try  to  buy  them  in  all  places  where  they  are 
offered,  spreading  their  demand,  so  to  speak,  over  a 
larger  area.  Instead  of  selling  all  their  marks  in  Copen- 
hagen, Amsterdam,  etc.,  where  the  demand  is  limited, 
Germans  bankers  sell  a  part  of  their  marks  in  New  York. 
There  is  an  American  demand  for  marks  smpassing  the 
demand  for  dollars  wanted  by  Germany  for  American 
payments.  It  is  further  strengthened  by  the  demand 
from  South  America  and  from  the  Far  East.  And 
instead  of  selling  the  Austrian  crowns  they  have 
received  from  Austria  in  Vienna  or  Berlin,  and  reselling 
the  marks  exchanged  against  foreign  currencies,  they 
seU  the  crowns  in  New  York  for  the  benefit  of  the 

>  G«ntttiiy  eould  of  ooune  follow  the  example  of  Franoe.  A  part  of  the  gold  reaerve 
of  the  bank  of  Fraoee  is  depoeited  abroad,  as  aeourity  for  operatbna  abroad. 
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Austrian  emigrants.  They  receive  dollars  from  their 
sales.  With  these  dollars  they  buy  (cables  or  wireless) 
Dutch  guilders  or  Scandinavian  crowns  to  settle  their 
balance.^ 

England  has  tried  to  prevent  this  chain  of  transac- 
tions. It  is  to  her  interest  as  a  belligerent  to  make  pay- 
ments hard  to  Germany.  And  it  is  to  her  interest  as  a 
trader  to  prevent  New  York  from  becoming  an  inter- 
national market.  She  has  striven  hard  to  prevent  the 
purchase  of  guilders  and  Scandinavian  crowns  for  Ger- 
man account.  She  put  pressure  on  the  banks  not  to  sell 
by  wireless.  She  favors  the  use  of  the  cable  for  all 
remittances.  Through  her  censorship  over  the  cable 
she  is  enabled  to  follow  up  all  transactions,  which  greatly 
helps  her  efforts  to  get  the  control  of  all  international 
payment  in  London. 

If  the  Scandinavian-American  and  the  Dutch-Ameri- 
can relations  were  considered  by  themselves,  the  balance 
of  payments  would  probably  prove  to  be  in  favor  of 
America.  The  balance  of  trade  is  very  strongly  so. 
In  the  last  half-year  before  the  war,  Dutch  imports 
from  the  United  States  exceeded  Dutch  exports  to  the 
United  States  by  thirty-seven  millions;  this  excess  rose 
to  eighty-four  millions  in  the  first  six  months  of  1915; 
then  fell  to  thirty  millions  in  the  first  six  months  of  the 
present  year.  But  Holland  is  a  great  shipping  coimtry; 
she  has  always  held  a  great  many  American  securities; 
she  has  bought  great  blocks  of  such  from  Germany.  It 
is  quite  possible  that  the  Dutch-American  balance  of 
payments  is  favorable  to  Holland.  But  it  is  impossible 
that  the  balance  of  payments  of  the  Scandinavian  coun- 
tries with  the  United  States  be  favorable  to  Scandi- 
navia.   It  is  true  that  they  draw  a  good  income  from 

>  Tho  the  jrearly  paymento  from  and  to  Germany  in  New  York  are  oonaiderable,  the 
daily  demand  for  marks  is  emalL  Any  exceptional  traneaction  or  even  the  news  of  an 
intended  tnuuaotion  unaettlee  the  market. 
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their  shipping,  whose  profits  the  war  has  greatly  en- 
hanced; their  emigrants  may  send  some  money  home; 
they  may  have  bought  some  American  securities.  The 
balance  of  trade,  however,  is  heavily  against  them.^ 
Their  exports  have  remained  stationary  or  have 
decreased;  their  imports  from  the  United  States  have 
grown  by  leaps  and  boimds.  The  change  is  partly  due 
to  the  dislocation  of  the  German  trade.  They  have  to 
get  goods  directly  from  the  United  States  which  they 
got  formerly  from  Germany  or  by  way  of  Germany.  In 
the  earlier  part  of  the  war  much  transit  business  for 
Germany  was  done. 

Whatever  may  be  the  explanation,  the  main  point  is 
this:  the  monetary  obligations  of  Scandinavia  to 
America  are  far  greater  than  the  American  obUgations 
to  Scandinavia.  The  Scandinavian  crown  ought  to  be  at 
a  discount  in  New  York;  but  it  is  quoted  at  a  premiiun. 
Here  again  the  explanation  is  not  difficult.  The  Ameri- 
can demand  for  Scandinavian  crowns  is  increased  by 
the  above-mentioned  demand  on  German  account.  It  is 
probably  augmented  too  by  demands  on  English 
accoimt,  for  Scandinavia  sends  more  goods  to  England 
then  she  ever  did  before;  not  to  speak  of  the  transit 
trade  to  Russia,  and  the  services  rendered  by  the 
Scandinavian  shipping  lines.  Scandinavian  exchange 
transactions  in  London  are  often  merely  nominal;  it  is 
possible  that  London  prefers  sometimes  to  settle  via 
New  York,  and  to  draw  on  America's  Scandinavian 
balances. 

On  the  other  hand  the  trade  with  Germany  provides 
Scandinavia  with  the  means  of  getting  dollars.    Some 
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mark  bills  are  probably  drawn  by  Scandinavian  banks 
on  German  banks  and  on  German  traders.  If  the  pro- 
ceeds are  to  be  used  for  settling  Scandinavian-American 
debts,  it  may  be  more  profitable  to  sell  them  in  New 
York.  Or  the  German  banks  sell  their  own  marks  as 
well  as  Austrian  crowns  in  New  York.  Their  Scandi- 
navian customers  may  prefer  payments  in  dollars  to 
payments  in  Scandinavian  crowns.  In  that  case  the 
dollar  proceeds  of  the  mark  sales  are  credited  to  the 
Scandinavian  banks,  whose  dollar  balances  they  increase. 
It  is  very  likely  that  England  and  Russia  may  make  use 
of  similar  facilities,  bringing  about  an  increased  demand 
for  Scandinavian  currency,  or  an  increased  supply  of 
dollars  for  Scandinavia's  account.^  For  a  long  time 
Scandinavian  and  Dutch  currencies  have  been  above  par 
in  New  York.*  Rates  in  New  York  are  far  above  the 
gold  point.  It  is  true  that  the  war  has  shifted  gold 
points  considerably.  The  loss  of  interest  on  gold  whUe 
in  transit  is  greater,  for  transportation  takes  longer 
time;  shipping  rates  and  insurance  charges  are  higher. 
But  a  rate  of  28.25  cents  to  the  Scandinavian  crown  is 
high  enough  to  cover  all  transportation  risks  and  to 
leave  a  handsome  profit  on  gold  shipments.  Why  are 
there  no  such  shipments  ?  The  United  States  are  over- 
stocked with  gold,  the  law  does  not  hinder  exports. 

^  There  ate  natural  limits  to  such  triangular  trade.  The  payment  of  10,000  orowna 
in  Sweden  cost  Germany  15.900  marks  (September  16,  1916).  On  that  day  16,900 
marks  would  have  purchased  2,912  dollars.  If  the  price  of  10,000  Swedish  crowns  in 
New  York  was  below  2,912  dollars  (leaving  cost,  commission,  etc.,  out  of  account)  it 
would  be  cheaper  to  settle  via  New  York.  If  the  demand  for  dollar  bills  for  such  pur- 
poses were  to  increase  considerably,  dollars  would  go  up.  The  demand  for  crowns  in 
Germany  would  fall  correspondingly,  and  with  it  the  price  of  crowns.  The  original 
advantage  would  soon  disappear. 

*  Denmark  par 20.8c   the  crown 

Rate,  October  3, 1916 28.26o    " 

Highest  rate  May  3. 1916 30.30     " 

HoOand  par 40.2c  the  florin 

Rate,  October  3  (cable)   40.}    '« 

Highest  rate  January  8, 1916 46      " 
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Why  cannot  debtors  pay  their  debts  as  cheaply  as 
possible  ? 

The  answer  is  simple:  England  does  prevent  it.  She 
has  intimated  to  American  banks  that  she  does  not 
favor  gold  shipments  to  Scandinavia.  If  the  banks  were 
to  disobey  her,  the  insurance  companies  would  be  made 
to  refuse  insurance  and  the  regular  shipping  lines  would 
refuse  transport.  Thus  the  only  safe  way  for  gold  ship- 
ments is  closed.  It  would  be  too  hazardous  to  send  gold 
owned  by  a  Scandinavian  Bank  and  insured  by  a 
Scandinavian  insurance  company  in  a  tramp  steamer 
across  the  sea.  Gold  is  contraband  and  cannot  be  ear- 
marked so  as  to  retain  its  identity.  It  is  scarcely  likely 
that  it  would  ever  reach  its  destination;  it  would  be 
detained  as  "  susi)ect."  Moreover,  the  Scandinavian 
banks  are  not  willing  to  run  any  risks  for  getting  gold. 
Scandinavia  is  overloaded  with  gold,  the  Scandinavians 
themselves  do  not  suffer  from  the  appreciation  of  their 
currencies.^  In  fact,  the  rise  in  their  exchange  makes 
payments  abroad  easy  for  them.  Their  exports,  it  is 
true,  might  be  checked  by  the  rise  in  the  value  of  their 
currency.  But  they  do  get  monopoly  prices  in  any  case 
for  what  they  export  imder  present  circiunstances.  The 
real  sufferers  are  the  debtors  of  Scandinavia,  America, 
Germany  and  even  England  to  some  degree.  England 
has  in  fact  tried  to  regulate  her  Scandinavian  exchange 
by  contracting  a  currency  loan  in  Norway,  against 
which  her  importers  can  draw. 

The  impossibility  of  forwarding  gold  to  a  country 
saturated  with  gold  ought  to  act  as  a  premimn  on  im- 
ports into  Scandinavia.    Scandinavia  is  willing  to  pay 

^  The  qMoie  holdinsB  have  been: 

Denmark July  31, 1915    6.96  milL  £  gold;  July  31.  1910    8.07  mUl.  £  gold 

Sweden   August  15, 1915    6^  miU.  £  gold;  August  12, 1916    9.2  milL  £  gold 

Norway August  15,  1915    3.4  mill.  £  gold;  August  15, 1916    6.3  miU.  £  gold 

NeUMriands. .  August  14, 1915    31.4  mill.  £  gold;  August  12, 1916    49  mill.  £  gold 
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for  goods;  prices  are  high  and  dollars  are  cheap.  But 
here  again  the  Allies  interfere.  They  have  restricted 
the  neutrals  by  the  so-called  process  of  ''  rationing/' 
which  limits  the  quantities  of  American  produce  they 
may  import.  In  this  way  a  very  curious  situation  has 
arisen.  Gold  and  services  rendered  by  Scandinavia  to 
other  coimtries  (Germany  included)  cannot  be  paid  by 
those  other  coimtries  in  gold.  They  cannot  be  paid 
freely  in  services  and  in  goods.  They  cannot  be  settled 
by  the  sale  of  Scandinavian  securities,  because  the 
amoimt  held  abroad  is  not  large  enough.  Scandinavia 
is  not  rich  enough  to  grant  her  customers  great  perma- 
nent loans.  The  result  is  that  the  mark,  the  poimd 
sterling,  and  the  dollar,  are  depreciated  when  measured 
in  Scandinavian  currency.  The  depreciation  of  the 
American  dollar  has  been  over  14  per  cent.  And  the 
cause  of  depreciation  is  not  that  there  is  an  excess  of 
paper  currency  at  home.  American  currency  was  never 
before  so  well  secured  by  gold  as  it  is  today.  Exchange 
is  dislocated  between  neutral  coimtries  with  a  gold 
currency,  because  the  ordinary  methods  of  adjusting 
exchange  are  unavailable,  and  because  it  is  not  con- 
sidered advisable  to  proceed  to  extraordinary  means, 
such  as  the  creation  of  a  large  credit  for  the  United 
States  in  Scandinavia. 

The  situation  of  German  exchange  is  of  course  some- 
what different.  Its  main  feature  is  that  the  balance  of 
payments  of  Germany  with  all  countries  is  unfavorable. 
An  excess  of  imports  over  exports  has  to  be  settled, 
which  cannot  be  compensated  by  services,  by  gold 
exports,  by  exports  of  securities,  or  the  contraction  of 
foreign  loans.  As  some  of  the  imports  wanted  in  Ger- 
many are  goods,  which  have  to  be  imported  regardless 
of  cost,  whilst  the  capacity  of  production  for  export  is 
limited  by  the  exigencies  of  the  war,  the  automatic 
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settlement  of  the  unfavorable  balance  by  contraction  of 
imports  and  expansion  of  exports  is  not  feasible.  A 
scientific  study  of  the  exchange  phenomenon  would 
gain  a  great  deal  if  it  started  with  the  assimiption  that 
interrupted  commimications  in  the  widest  sense  of  the 
word  are  responsible  for  what  has  happened,  and  not 
over-issue  of  bank  notes.  ^ 

M.  J.  Bonn. 


>  Half  a  year  ftgo  some  streas  would  have  had  to  be  laid  on  the  influence  of  a  "bear" 
movement  on  German  ezohange.  If  there  is  a  chance  of  a  future  fall  in  exchange,  it  is 
profitable  to  sell  marks  for  future  delivery.  The  seller  does  not  posaess  the  marks  in 
question;  he  hopes  to  buy  them  later  on  at  a  cheaper  price.  He  is  interested  in  a  fall  in 
the  market.  This  game  was  freely  indulged  in  by  German  speculators.  In  New  York 
a  weU-organised  attenqyt  was  made  by  banking  representatives  of  the  Allies  to  partici- 
pate in  it.  Today  short  sales  are  ridsy.  The  sale  of  German  marks  and  of  Austrian 
crowns  is  regulated  by  a  committee  of  German  and  Austrian  banks  controlled  by  the 
Imperial  Bank.  Very  little  other  material  can  come  into  the  market.  Moreover  the 
handling  of  the  foreign  euixendes  in  the  hands  of  Germans  is  done  in  a  similar  way. 
TldB  being  the  case,  short  sales  of  German  ounenoy  are  dangerous;  the  sellera  might  be 
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IN  THE  SYRIAN  TRADE  OF  THE  TWELFTH 

CENTURY 

SUMMARY 

Introductory:  importance  of  Genoese  commerce,  129.  —  Character- 
istics of  trade  with  Syn&t  ^31.  —  Annual  or  semi-annual  expeditions  to 
Syria,  132.  I.  The  Societas,  135.  —  Variations  based  on  method  of 
forming  the  capital  investment,  140.  —  Other  variationfi,  and  develop- 
ment in  the  last  quarter  of  the  century,  150.  —  II.  The  Accomendatio, 
152.  —  Variations  based  on  division  of  profits,  161.  —  Variations  baaed 
on  expenses,  164.  —  Conditional  associations,  165.  —  Minor  variations, 
166.  — Conclusion,  168. 

The  maritime  Italian  cities  of  the  Middle  Ages  have 
played  a  great  part  in  the  development  of  modern 
civilization,  and  their  importance  in  the  economic  his- 
tory of  Em*ope  has  long  been  recognized.  Amalfi,  Pisa, 
Venice  and  Genoa  afford  the  best  opportunities  for  the 
study  of  the  primitive  economic  conditions  out  of  which 
those  of  modem  Europe  have  slowly  developed.  Among 
these  cities,  the  role  of  Genoa  has  never  been  suflBciently 
disclosed.  Amalfi's  work  was  done  before  the  others 
became  important  factors.  Genoa,  at  first  ranking 
below  the  other  two,  accomplished  the  ruin  of  Pisan 
trade  in  the  thirteenth  century,  fought  the  great 
Adriatic  rival  for  centuries  with  varying  success,  and  at 
last  out-distanced  her  in  the  search  for  world  trade  and 
colonial  power.  From  the  beginning  excluded  from 
territorial  ambitions  by  a  ring  of  hills  enclosing  nar- 
rowly a  splendid  harbor,  never  endowed  with  literary 
or  artistic  genius,  —  even  when  their  wealth  was 
proverbial,  —  the  Genoese  for  eight  centuries  occupied 
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a  position  in  marine  trade  of  exceptional  interest,  even 
if  secondary  to  that  of  the  Venetians  during  most  of  the 
period  in  which  the  two  peoples  disputed  the  mastery 
of  the  Mediterranean.  Past  ages  have  recognized  this; 
from  the  twelfth  century  to  the  Napoleonic  era  Genoa 
was  autonomous,  even  imder  a  long  series  of  foreign 
rulers  who  were  obliged  to  make  concessions  to  her 
economic  importance. 

The  commercial  ambitions  of  the  Venetians  and  the 
Genoese  were  identical:  the  control  of  the  Mediter- 
ranean trade  and  the  erection  of  colonial  power  in  the 
Levant.  Never  were  they  satisfied  to  divide  that  sea 
between  them,  altho  at  times  Genoa  succeeded  in  her 
ambitions  to  make  the  northern  half  of  the  western 
Mediterranean  a  mare  dUmsum  to  all  competitors  as  the 
Adriatic  was  closed  to  her.  Their  methods  were  largely 
the  same.  The  chief  difference  lies  in  this.  The 
Venetian  merchants,  members  of  a  pohtical  unit  of 
superior  organization,  were  forced  by  their  political 
concept  to  subordinate  their  individual  enterprises  to 
the  good  of  the  republic.  The  Genoese  merchants, 
members  of  a  commime  continually  torn  by  factions  as 
was  no  other  Italian  city  in  the  Middle  Ages,  politically 
inapt,  were  by  this  very  defect  enabled  to  pursue  their 
individual  courses  more  freely.  The  result  was  appar- 
ently a  higher  development  not  only  of  individual 
enterprise,  but  of  a  collective  superiority  in  the  tech- 
nique of  trade,  in  the  formation  of  commercial  organiza- 
tions in  the  twelfth  century,  in  the  establishment  of 
shares  in  the  public  debt  of  the  thirteenth,  in  the  double 
entry  book-keeping  of  the  fourteenth,  in  insurance  and 
banking,  in  the  formation  of  joint-stock-companies.^ 

>  Cf .  Siereldag,  Zur  HandftlagMchiohtc  Qenuaa,  in  Studium  lipsieiiae  (Berlin,  1900). 
pp.  186-171,  and  the  introduction  to  the  same  author's  work,  Qenueaer  Finanimceent 
in  VoOvwirtaohaftliehe  Abhandlunten  der  Badbohen  Hoohaehulen,  erater  Band,  drittea 
Heft  (F^reiburK  i.  B.  1808). 
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The  life  of  the  Genoese  people  was  trade  on  the  sea; 
the  records  of  the  merchants  were  all-important;  the 
care  with  which  these  records  were  made  and  preserved, 
enables  us  to  study  most  closely  among  the  Genoese 
those  primitive  commercial  methods,  associative  per- 
force in  character,  which  were  common  to  all  branches 
of  the  Mediterranean  trade.  Since  their  first  great 
enterprises  were  of  the  twelfth  century,  and  their 
richest  trade  was  with  Syria,  it  is  in  that  special  field 
that  these  methods  can  best  be  viewed. 

The  commercial  expansion  of  the  Genoese  in  the 
Levant  was  the  result  of  their  participation  in  the  Cru- 
sades. With  the  First  Crusade,  they  began  a  series  of 
commercial  and  colonial  ventures  in  the  Levant,  only  the 
main  outlines  of  which  are  clearly  known.  The  begin- 
mngs  of  this  economic  expansion  are  as  yet  particularly 
hazy ;  but  with  the  year  1 154,  the  records  of  the  Genoese 
notaries  disclose  the  details  of  Genoese  commerce  in  the 
Mediterranean,  intermittently  to  be  sure,  yet  regularly 
enough  to  enable  us  to  form  some  idea  of  the  general 
characteristics  of  commercial  intercourse,  especially 
with  Syria,  where  by  the  middle  of  the  century  the  Gen- 
oese had  established  commercial  colonies  of  vital 
importance  in  the  history  of  Syria  during  the  Crusading 
epoch.i 

1  The  Genoese  notaries  were  public  offioiale  who  acted  as  ohanoeUon  to  the  consuls, 
podestA  and  doges  in  the  successive  epochs  of  the  commune's  history.  They  had  regular 
posts  in  tiie  business  quarter,  where  individuals  came  to  them  to  record  business  agre^ 
znents  of  all  sorts,  wills  and  testaments,  receipts,  loans,  even  to  have  letters  written  by 
the  notaries.  The  notaries  occasionally  went  to  the  houses  of  prominent  merohanta, 
who  there  gathered  their  clients  and  associates  for  the  formation  and  legal  entry  of  a 
series  of  agreements.  During  the  centuries  of  commercial  activity  of  the  Genoese  in  the 
Levant,  notaries  were  maintained  in  the  centers  of  Genoese  trade  and  ooloniaation  there, 
most  of  whose  records  however  have  been  lost.  Cf .  Desimoni,  Revue  de  TOrient  Latin, 
n  (1894),  1-34. 

Some  progress  has  been  made  in  the  editing  of  portions  of  the  rich  records  of  the 
notaries  of  the  thirteenth  century,  which  are  more  nearly  continuous  than  those  for  the 
preceding  century.  See  Desimoni's  admirable  work,  Actes  Passes  en  1271, 1274  et  1279 
k  TAias  (Petite  ArmAnie)  et  k  Beyrouth,  in  Archives  de  I'Orient  Latin,  I,  434-584,  and 
Actes  Pase^s  k  Famagouste  de  1299  k  1301,  Ibid.,  II,  part  U,  1-120;  Arturo  Ferretto, 


Digitized  by  VjOOQIC 


COMMBBCIAL  CONTRACTS  IN  SYRIA  131 

The  trade  of  the  Genoese  with  Syria  in  the  second  half 
of  the  twelfth  century  and  in  the  first  few  years  of  the 
thirteenth,  was  subject  to  risks  and  contingencies  which 
led  to  the  development  of  commercial  customs  not  neces- 
sarily followed  in  their  trade  with  other  regions  of  the 
Mediterranean  basin.  By  1154,  Genoese  merchants  are 
found  trading  freely,  through  most  of  the  year,  with 
Sardinia,  Sicily,  southern  France,  Spain,  northern 
Africa;  but  the  trade  with  the  Orient,  and  especially 
with  Syria,  was  undertaken  only  at  regular  intervals. 
The  length  and  danger  of  the  voyage,  the  need  of  a  pro- 
tracted stay  in  Syria  to  secure  the  best  commercial 
results  after  so  long,  so  hazardous  and  so  expensive  a 
voyage,  necessitated  the  careful  preparation  of  a  ship, 
or  several  ships,  the  assembly  of  all  the  merchants 
engaged  in  the  trade,  of  all  the  capital  available,  before 
a  profitable  venture  could  be  assured.  In  times  of  war- 
fare in  the  west,  it  was  occasionally  necessary  to  convoy 
the  ships  for  a  part  of  the  journey,  to  meet  them  on  the 
return  that  the  precious  cargoes  should  not  be  captured 
by  pirates  or  enemies.*    Moreover  voyages  could  not  be 

liber  Macistri  Salxnonis,  1222-1226  (Genoa  1906);  Ferretto,  Dooumenti  Intorno  alle 
Bdaaioiii  fra  Alba  e  Geaova,  1141-1270,  in  Biblioteoa  della  SooieU  Storioa  Subalpina, 
roL  zziii  (1906)  and  voL  1.,  I.  (1910);  Giaoomo  Gonini,  Document!  sulle  Relasioni  fra 
Vogbera  e  Geneva,  960-1326,  Ibid.,  vol.  zlviii  (1908);  Ferretto,  Document!  Genoveei 
di  Novi  e  Valle  Scrivia,  946-1260,  Ibid.,  vols.  U  (1909)  and  lu  (1910).  The  number  of 
twelfth  century  documents  to  be  found  in  these  collections  is  exceedingly  small.  The 
acts  of  the  notary  Giovanni  Scriba,  1164-1164,  the  earliest  which  have  survived,  have 
been  pooiriy  edited  in  the  Historiae  Patriae  Monumenta,  vol.  vi,  commonly  referred  to  as 
Chartamm  H.  Thus  the  twelfth  century,  the  period  in  which  Genoese  commerce  and 
eommereia]  forms  were  assuming  definite  shape,  has  been  largely  neglected.  In  this 
diKuasion  the  first  six  yean  of  the  thirteenth  century  have  been  included,  partly  because 
they  logicaUy  belong  with  the  first  period  of  (Senoese  expansion  in  Syria,  which  mi^  be 
■sid  to  end  with  the  deflection  of  Genoese  efforts  from  the  Bysantine  Empire  to  Syria 
after  the  Fourth  Crusade;  partly  because  the  work  has  been  interrupted  by  recent 
•vents  in  Europe. 

References  to  the  unpublished  records  are  here  made,  as  is  customary,  to  the  name  of 
the  notary  to  whom  the  volumes  are  ascribed  in  the  Archivio  di  Stato  di  Genova  (often 
CRoneous,  because  of  careless  binding  into  volumes  of  hundreds  of  folios  of  various 
■olaiies),  to  the  numbered  folios,  or  to  the  unnumbered  reverse,  as  f.  48  v. 

1  Eight  galleys  were  sent  to  meet  the  ships  returning  from  the  Levant  in  1199. 
Annafi  Qenovesi  (ed.  Belgrano,  (3enoa,  1800, 1901),  U,  77. 
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undertaken  every  year.  Warfare,  civic  discordi  im- 
perial ambitions  in  Lombardy,  economic  distress  result- 
ing from  disastrous  fires,  pestilence,  commercial  losses 
at  sea,  often  prevented  the  merchants  from  going  to  the 
Levant.^  Between  1164  and  1164,  it  can  be  said  with 
assurance  that  only  five  commercial  ventures  to  Syria 
were  made;  between  1177  and  1206,  only  fifteen  years 
can  be  cited  in  which  voyages  were  certainly  imdertaken. 
The  ships  usually  departed  from  (jenoa  in  the  fall, 
near  Michaelmas  (September  24),  only  occasionally  in 
October;  the  aim  was  to  reach  Syria  for  the  feast  of 
Christmas.*    The  voyage  was  usuidly  direct,  except  for 

>  ApiMtfently  in  yetLn  of  warfare  fordcn  trade  was  Bometimee  forbidden:  *'  Si  hoc 
anno  (llfiO)  lieuerit  ianuenaibtts  ire  laboratum,"  Ch.  U,  787.  Cf.  Goldnchmirtt.  Hand- 
bnoh  dee  Handelreehta  (Btuttgart,  1801),  p.  266,  note  113.  In  1164  a  dHaatrooa  fire 
ooourred  in  Genoa,  and  a  richly  laden  ship  returning  from  the  Levant  was  loet  at  eea 
(Ann.  Gen.,  I,  89);  in  the  yeara  1166,  1160,  1162,  Barbaroeaa's  activity  in  Lombardy 
diatttibed  the  Genoese  profoundly  (Ibid.,  I,  88-80,  63-64,  64,  ff.);  for  theee  four  years 
Scriba's  acts  show  no  records  of  Syrian  voyages.  The  notaries'  acts  for  the  srears  1166 
to  1178  are  loet.  Genoa  was  shaken  by  civil  strife  in  1180,  and  in  1181  a  severe  pesti- 
lence raged,  foUowed  by  a  fire  which  destroyed  one  entire  section  of  the  city  (Ibid.,  11, 
16-16),  and  again  no  contracts  for  Syria  are  found.  A  dvil  war  in  1188  between  the 
factions  of  the  Venti  and  the  de  Castelli  (Ibid.,  p.  10),  families  long  active  in  the  Syrian 
trade,  may  explain  the  failure  to  send  out  a  venture  in  that  year.  It  is  practically  cer> 
tain  that  no  commercial  voyages  were  made  in  the  srears  1187,  1188  and  1180;  the 
Genoeee  interests  in  Syria  suffered  greatly  under  Saladin's  successes  (Cf .  Heyd,  Colonie 
Commerdali  degli  Italiani  in  Oricnte  (Turin,  1866),  1, 106,  ff .)  while  these  were  also  yean 
of  serious  strife  in  Genoa  (Ann.  Gen.,  II,  24  ff.).  Many  ships  laden  with  pilgrims  and 
crusaders,  including  representatives  of  the  leading  families  of  Genoa,  left  the  harbor 
for  Syria  in  1180  for  the  Crusade  (Ibid.,  pp.  30-33),  but  the  notaries*  acts  disdoee  no 
commercial  contracts  for  trade  in  Syria,  llie  years  1103-1106  were  veiy  troubled,  and 
again  no  contracts  are  found;  the  civil  strife  of  1103  and  1104  culminated  in  the  over- 
throw of  the  consulate  and  the  establishment  of  the  first  podestA;  in  1104  the  Emperor 
Henry  VI  came  to  Genoa  and  in  August  a  great  Genoeee  fleet  sailed  under  his  direction 
for  the  conquest  of  Sicily  from  which  the  Genoeee  expected  great  returns.  Ibid. ,  pp.  48  ff . 
Maritime  warfare  with  Pisa  filled  the  years  1106-1106.  Ibid.,  64  ff.,  60  ff.  The  sum- 
mer of  1100  was  one  of  war  with  VentimigUa  which  continued  throughout  September 
(Ibid.,  p.  78),  and  again  no  contracts  are  found.  In  October,  1204  a  violent  storm 
destroyed  many  ships  in  the  harbor,  at  least  one  of  which  was  preparing  to  go  to  Syria 
(Ibid.,  p.  02),  and  the  notaries'  records  contain  no  Syrian  contracts. 

The  fragmentary  character  of  many  of  the  notaries'  books  may  explain  why  no 
records  exist  in  these  years;  further  search  may  disclose  contracts  for  such  srears;  the 
fact  remains  that  for  the  decade  1164-1164  voyages  can  only  be  said  to  have  taken  place 
in  the  years  1166,  1167,  1168,  1160,  and  1164;  for  the  period  1170-1206,  in  the  yean 
1170.  1182,  1184,  1186,  1100,  1101. 1102,  1107,  1108. 1200.  1201,  1202, 1208,  1206  and 
1206. 

*  The  date  of  departure  can  be  fixed  fairly  well  by  the  dates  of  the  last  eontraots 
made  before  the  notaries  for  trade  in  Syria.  They  are  as  follows  for  the  yean  1164-1 164; 
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the  possibility  of  a  paiise  in  Sardinia  or  Sicily.  The 
merchants  remained  in  Syria  through  the  winter,  prob- 
ably until  after  Easter  and  returned  to  Genoa  in  May  or 
June/  not  always  directly;  stops  at  Alexandria,  Sicily 
or  Bougia  and  even  at  Ceuta  were  not  imknown.' 
Four  times,  in  1191, 1202, 1205  and  1206,  a  voyage  was 
made  to  Syria  in  the  spring,  but  only  in  the  first  of  these 
years  were  two  ventures  equipped;  the  merchants  set- 
ting forth  on  their  spring  voyages  were  expected  to 
return  to  Genoa  the  following  autumn.* 

1168,  September  2.  Ch.  U,  860;  1167.  August  28,  Ibid.,  487;  1168.  Ausuit  23,  Ibid., 
877;  1160,  Augurt  27,  Ibid.,  068;  1161,  September  8,  Ibid.,  1116;  1164,  August  10, 
Ibid.,  1504.  The  datee  of  the  b»t  oontreots  before  the  autumn  sailings  after  1178  are: 
1170,  September  4.  Notari  Ignoti  f.  21;  1182,  September  (16  f),  Not.  Laafranoo,  reg- 
istro  I.  f.  1  v;  1184,  September  12,  Not.  Lanfr.,  reg.  I,  f.  143  v;  1186.  September  24.  Not. 
lanfr.,  reg.  I,  f.  06;  1100.  August  10,  Ibid.,  f.  60;  1101,  September  26,  Not.  Guglielmo 
GsasineDse,  f.  00;  1102,  September  10,  Not.  Lanfr., reg.  II,  part  U,  f.  24;  1107,  Sep- 
tembcff  11.  Not.  Ign.,  f .  87  v.;  1108,  October  30,  Not.  Gugl.  Cass.,  f .  118  v;  1200,  Septem- 
ber 24,  Not.  Ign.,  f.  164;  1201.  October  7,  Not.  Ign.,  f .  200;  1203,  September  23.  Not 
Ottd<  Cass.,  f.  226.  It  wiU  be  noted  that  the  date  of  departure  in  the  later  period  is 
usually  somewhat  later  than  in  the  decade  1164-1164,  due  no  doubt  to  improved  ships, 
greater  knowledge  of  the  routes,  or  increased  sldll  in  sailing. 

1  Receipts  made  before  the  notaries  for  money  or  goods  brought  from  Syria,  are 
eoriously  few  and  are  dated  as  early  as  May  one  year,  as  late  as  the  second  week  in  July 
ia  another.  Ch.  U.  1062,  1273.  1274.  1406,  1421.  Bishop  Ralph  of  lidge,  returning 
from  Palestine  greatly  in  debt,  with  a  large  suite,  contracted  a  heavy  loan  in  Genoa  on 
June  21,  1101.  Not.  GugL  Cass.,  f.  38.  A  contract  drawn  on  November  2,  1150,  for 
tiade  in  the  west  and  then  in  Syria  over  a  period  of  two  and  a  half  years,  provided  for 
liquidation  two  srears  from  the  following  St.  John's  day,  (June  24) .  Ch.  II,  702.  A  con- 
tract of  May  25, 1101,  mentions  the  approaching  arrival  of  the  merchants  from  Syria,  of 
the  next  arrival  about  the  feast  of  St.  Andrew  (November  30);  of  still  another  arrival 
around  Ftenteoost,  1102  (May  18).    Not.  Gugl.  Cass.,  f.  32. 

>  Ch.  n.  852. 358, 1202;  Not.  Lanfr..  reg.  I,  f.  06;  Not.  Gugl.  Cass.,  if.  55  v,  58, 218, 
267.  On  the  eastward  voyage  calls  at  Sardinia  and  Sicily  were  more  common,  where 
eargoeB  were  taken  on,  where  Genoese  merchants  came  aboard,  having  left  Genoa  in 
time  to  transact  business  in  these  places  before  going  east.  Ch.  11,  007;  ibid.,  ff.  28 
▼.,  30.  30  ▼.,  87  v.,  60,  242,  252  v.,  261. 

*  Ante,  note  1.  The  first  spring  voyage  of  which  record  has  been  found  was  that  of 
1101;  H  was  comparatively  lig^t.  Mid  may  have  been  the  aftermath  of  the  autumn  sail- 
ing of  the  jrear  before,  which  took  place  earlier  than  usual  with  Richard  the  lion- 
Hearted  on  the  Third  Ousade.  Ante,  p.  132,  n.  2;  Ann,  Gen.,  II.  3A~36.  1100-1101 
were  years  of  great  activity  in  the  Syrian  trade  following  the  restoration  of  the  Christian 
power  in  Ssrria;  oontraets  exist  for  every  month  in  1101  from  Jsauary  to  September. 
Not.  Gug..Gsas..fr.  4-60.  The  voyage  of  the  spring  of  1202  was  light.  Not.  Ign.,  ff.  282, 
288,  237,  238.  The  great  venture  of  the  sprng  of  1206  followed  the  destruetion  of  the 
sUps  in  the  storm  of  the  previous  autumn  and  the  deflection  of  Genoeee  Bysantlne  trade 
to  Syria.  Not.  6ui^.  Cass.,  ff.  242-278,  208  ▼.  No  records  were  found  for  an  autumn 
voyage  ia  1206;  the  venture  of  the  nest  spring  follows  naturally  therefore.  IbkL, 
ff.  202  ▼.•  288,  288  v.,  808. 
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In  the  five  ventures  made  between  1165  and  1164  one 
ship  probably  sufficed  to  carry  the  merchants  to  the 
east,  to  carry  them  and  their  wares  westward  to  Genoa 
again.^  The  largest  venture  of  the  whole  period  from 
1165  to  1206  was  organized  in  the  spring  of  1206,  after 
the  loss  of  the  Byzantine  markets  to  the  Genoese 
increased  their  activity  in  Syria;  about  one  himdred 
and  thirty  contracts  were  f oimd  in  Genoa  for  trade  in 
Syria  just  previous  to  the  departure  of  the  venture;  at 
least  three  ships  were  required  for  the  merchants,  who 
numbered  nearly  a  hundred ;  *  there  may  have  been  more 
than  three,  since  the  next  largest  expedition,  that  of  the 
autumn  of  1203,  which  involved  only  half  as  many  con- 
tracts, was  composed  of  four  ships,  one  of  which  may 
have  gone  to  Alexandria  only.'    The  ships  were  owned 

>  Heyd,  Histoire  du  Commeroe  du  Levant  an  Moyen  Age  (Leipag,  1886),  I,  180, 
■peaks  loosely  of  caravanae,  fleets  engaged  in  the  Syrian  commeroe  in  this  period:  fol- 
lowed by  Schaube,  Handelsgeschichte  der  Romanisohen  VOlker  des  Mittelmeergebiets, 
(Munich,  1906)  p.  164.  The  examples  dted  by  Hesrd  are  of  the  thirteenth  eentury:  the 
term  itself  is  not  used  in  Genoese  records  of  the  twelfth  century  and  it  b  praotioidly  cer- 
tain that  no  purely  commercial  fleets  went  east  from  Genoa  before  1203.  In  1166,  we 
oan  be  certain  only  that  two  merchants  went  direptly  to  Syria,  (Ch.  II,  364, 360).  altho 
several  went  to  Alexandria  (Ibid.,  332, 337, 389, 342. 343. 344).  Others  made  arrange- 
ments to  go  to  Sicily  and  thsn  where  they  pleased,  which  might  have  been  to  Syria 
(Ibid.,  362, 368).  In  1 167,  at  least  ten  merchanto  set  out  for  Syria  (Ibid.,  414, 419, 424. 
426,  441,  467,  468,  472,  484,  487).  In  1168.  eight  merchants  departed  (Ibid.,  617,  619, 
661,  663,  664,  668,  672,  677);  document  661,  provides  for  payment "  in  proxima  estata 
navi  Ribaldi  Onolle  sana  eunte  ultra  mare  et  redeunte  "  or  "  sana  eunte  ilia  navi  qua 
ire  cepero  et  redeunte,"  or  "  sana  veniente  ea  (navis)  qua  venerit  maior  pars  hominum 
lanue  " ;  these  expressions  seem  to  imply  the  expectation  that  only  one  ship  will  go  and 
return.  In  1160,  four  merchants  undoubtedly  went  to  Syria  (Ibid.,  007, 966, 967, 963); 
nine  merchanto  departed  in  1161  (Ibid.,  1080, 1082, 1102, 1104, 1106, 1107, 1108, 1110. 
1113);  others  made  oontracte  at  about  the  same  time  for  trade  "  quo  velit,'* "  quo  mihi 
melius  videbitur,"  who  may  have  gone  to  Syria,  altho  it  is  doubtful  if  at  this  period  this 
would  be  customary  (Ibid.,  064,  966,  etc.).  Only  four  merchanto  of  whom  we  can  be 
oertain  went  to  Syria  in  1164  (Ibid.,  1470, 1473, 1499, 1604).  That  the  same  boat  going 
first  to  Syria  carried  the  merchanto  bound  for  Alexandria  is  not  at  all  impossible  in  this 
period  when  the  number  of  merchanto  going  to  Syria  was  so  few;  the  contracto  for 
trade  in  Alexandria  were  drawn  in  the  same  period  each  year  in  which  those  for  Syria 
were  made;  in  1161,  a  merchant  was  instructed  to  go  to  Syria,  then  as  quickly  as  ho 
oould  ("  et  inde  quam  dto  poterit  '*)  to  Alexandria;  it  is  possible  that  the  same  vessel 
would  carry  him  there.  Ch.  II,  1202.  In  the  period  after  1178,  the  trade  demanded  a 
fleet  only  twice:  the  autumn  venture  of  1203  included  four  ships  (Not.  Gugl.  Cass., 
ff.  208, 218  v.,  219  v.,  222  v.)  and  that  in  the  spring  of  1206  included  at  least  three  (Ibid.. 
If.  243  v.,  261,  273;  Ann.  Gen.,  U,  97). 

>  Not.  Gugl.  Cass.,  ff.  242-273,  293  v.         <  Ibid.,  ff.  208.  218  v.,  219  v.,  222  v. 
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by  individual  merchants,  or  by  groups  of  commercial 
associates;  shares  in  the  ownership  of  vessels  were 
frequently  the  subject  of  business  transactions;  they 
were  bought  and  sold  or  pledged  as  security,  like  other 
commercial  commodities.^ 

In  the  weeks  preceding  the  departure  of  the  ships  to 
Syria,  this  trade  was  the  dominant  interest  in  the  com- 
mercial life  of  the  city;  the  last  days  before  the  sailing 
were  almost  entirely  given  over  to  the  Syrian  trade. 
Before  the  departure  of  great  ventures,  as  in  1203  and 
1205,  certain  notaries  devoted  all  or  most  of  their  time 
for  a  few  days  to  the  merchants  engaged  in  this  com- 
merce, who  thronged  before  them  with  creditors, 
guarantors,  business  associates,  guardians  of  minors, 
and  witnesses,  to  register  their  contracts  with  one 
another  in  due  legal  form. 


I.    The  Socibtas 

The  precarious  conditions  \mder  which  maritime  com- 
merce was  conducted  in  the  twelfth  century,  the  dangers 
to  be  encoimtered  through  piracy,  the  losses  so  con- 
stantly incurred  by  the  attacks  of  commercial  rivals  in 
the  more  or  less  continuous  warfare  among  the  mari- 
time cities  of  the  western  Mediterranean,  prevented 
individuals  of  means  from  engaging  in  trade  over-seas 
solely  on  their  own  capital  and  initiative.  The  result 
was  the  development  of  associations  and  partnerships 
of  various  sorts,  which  divided  the  risk  and  at  the  same 
time  allowed  the  use  of  a  greater  amoimt  of  capital; 
thereby  the  opportunities  for  profits  were  greatly  in- 
creased. The  association  used  by  the  Genoese  most 
generally  in  foreign  trade  in  the  early  twelfth  century 

I  Ch.  n»  661;  Not.  Gugl.  Caas..  ff.  0, 86, 86. 48  v.,  266, 366, 278;  Not.  Lanfr.,  reg.  I, 
ff.  80, 93  v.,  142. 
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was  that  known  as  the  sodetas  or  aacietaa  maris  to  dis- 
tinguish it  from  the  similar  association  in  use  within 
Genoa  or  between  Genoa  and  inland  towns.^  The 
societas  was  the  dominant  form  of  association  in  the 
Sjrrian  trade  from  the  beginning  to  the  point  when  the 
trade  was  well  established,  about  1175.  The  societas  in 
its  simplest  form  was  a  partnership  between  two  indi- 
viduals in  which  one  partner,  the  aodvs  atans,  furnished 
two-thirds  of  the  capital  and  remained  in  Grenoa;  the 
other  partner,  the  aocvus  tractana,  or  portUor^  supplied 
one-third  of  the  capital  and  carried  the  whole  invest- 
ment to  Syria.  For  the  sake  of  simplicity,  altho  the 
terms  are  not  technically  exact,  we  may  designate  the 
first  associate  as  the  investor,  the  second  as  the  factor.' 
The  factor  operating  imder  the  terms  of  his  contract, 
which  might  or  might  not  limit  his  activities  in  the  use 
of  the  investment,  as  will  be  shown  later,  carried  the 
capital  in  goods  or  money,  on  one  of  the  ships  going 
from  Genoa  to  Syria,  paid  his  expenses  out  of  the  sum 
entrusted  to  him,  turned  it  over  as  opportunity  offered 
after  his  arrival  in  Syria,  or  even  in  Sardinia  or  in  Sicily, 
if  the  ship  first  made  port  in  one  of  these  islands,  and  if 
his  contract  allowed;  he  brought  the  proceeds  in  goods 
or  in  money  to  Genoa  after  completing  his  transactions 
and  placed  them  in  the  hands  of  the  investor,  imder 
whose  direction,  with  the  assistance  of  the  factor,  the 

'  For  the  literature  on  the  soeietas  in  general,  see  Goldaehmsdt,  op.  dt.,  p.  264,  ff., 
and  Sehaube,  op.  dt.,  p.  1 10,  ff .  GoMaohtniHt's  brief  treatment  of  the  aooietaa  in  Genoeae 
trade  ia  baaed  on  the  acta  of  the  notary  Giovanni  Soriba  eolely  and  ia  aubjeot  to 
eritioiain  in  the  light  of  unpubliahed  materiaL  Laatig,  Die  Acoomendatio;  die  Grund- 
form  der  heutigen  Kommanditgoeellachaften  in  ihrer  Qeataltung  vom  XIII  bie  XIX 
Jahrhundert  (Halle,  1007),  touohea  briefly  uxwn  the  soeietas  in  Genoeee  oommeroe,  p. 
00  ff .  Goldsehmidt  falla  to  dSstinguiah  oleariy  between  the  soeietas  and  the  aooomen- 
datio,  while  Laatig,  owing  likewiae  to  unfamiliarity  with  the  unprinted  material,  doea 
not  appreeiate  the  importance  of  the  soeietas  in  the  development  of  the  aocomendatio; 
however,  hia  admirable  abort  dismission  ooveiia  the  period  to  the  nineteenth  oentury. 

*  In  the  Genoese  reoords  of  the  twelfth  oentury,  the  assooiatea  are  indifferently 
spoken  of  aa  sooU.  In  one  oontract  the  term  portitor  ia  applied  to  the  faotor.  Ch.  U, 
1480. 
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capital  and  profit  remained  for  disposition.  When  the 
goods  had  been  sold  in  Genoa  or  sent  elsewhere  for  sale, 
a  clearance  was  made  and  the  profits  equally  divided. 
This,  the  simplest  form  of  societas,  was  made  for  a  single 
voyage  to  Syria  and  return.  It  was  undoubtedly  the 
oldest  form  of  association  used  by  the  Genoese  for 
foreign  commerce  in  general  and  especially  for  the  trade 
with  Syria  in  the  first  period  of  their  commercial  expan- 
sion, tiie  first  half  of  the  twelfth  century.  When  the 
records  of  the  notaries  disclose  the  trade  to  us,  in  1154, 
the  societas,  as  used  for  the  Syrian  trade,  has  imder- 
gone  considerable  development  in  many  directions,  so 
that  the  primitive  form  has  giv^i  way  to  more  compli- 
cated contracts  based  on  these  same  general  features; 
the  simple  societas  as  outlined  above  is  foimd  only 
occasionally.^  In  the  decade  1154  to  1164,  the  first 
period  covered  by  notarial  records,  altho  the  societas  is 
the  form  of  association  used  to  all  but  complete  exclu- 
sion of  the  forms  prevalent  later,  several  significant 
variations  in  its  use  have  been  introduced. 

By  the  middle  of  the  century  a  certain  degree  of 
stability  in  the  Syrian  trade  had  been  achieved;  the 
principal  centers  of  trade  in  Syria  were  in  the  hands  of 
the  Crusaders;  the  Genoese  were  established  in  Syria 
as  colonists;  commercial  conditions  within  Syria  were 
fairly  well  imderstood  by  certain  Genoese  merchants. 
A  few  therefore  felt  so  assured  of  the  continued  pros- 
perity of  their  commercial  relations  with  Syria  as  to 
form  societates,  not  for  a  single  voyage  alone,  but  for 
trade  over  a  period  of  years,  or  for  a  succession  of 
voyages.  Thus  in  August  1158,  Willielmus  Buronus, 
one  of  the  wealthiest  citizens,  formerly  consul,  formed 
a  societas  with  Rogerius  de  Justa  for  trade  in  Syria  over 

1  Ch. n. 468  (1157).  873  (1158),  1107  (1161);  Not.  Lanfr.,  res.  1. 1 95  (1186);  Ibid.. 
ff.  m, 91  ▼..  0190):  Not.  Quel.  Cms.,  ff  35. 52. 55  ▼..  (1101);  Ibid.,  ff .  209.  218  (1208); 
Ibid.,  f.  268  (1206). 
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a  period  of  three  yeaxs.*  Apparently  Rogerius  left 
Genoa  with  the  investment,  one-third  of  which  was  his 
own,  traded  in  Syria,  and  then  possibly  elsewhere;  he 
did  not  return  to  Genoa  until  near  the  end  of  the  period 
for  which  he  had  made  the  contract.*  Willielmus 
Filardus,  one  of  the  most  energetic  merchants  of  the 
period,  heavily  interested  in  the  Oriental  trade  in 
general,  formed  a  societas  with  Ugo  Mallonus  in  Novem- 
ber 1159,'  a  year  in  which  no  ships  went  to  Syria  from 
Genoa  as  far  as  we  know,  for  a  period  of  two  and  one- 
half  years.  Ugo  contributed  one-third  of  the  capital; 
his  son,  Rubaldus,  was  appointed  to  take  the  invest- 
ment to  Provence,  then  to  Genoa,  Sicily,  Alexandria  or 
Syria,  on  one  or  several  voyages.  These  are  the  only 
contracts  we  have  of  societates  for  Syrian  trade  speci- 
fically drawn  for  more  than  one  voyage.  It  is  to  be 
noted  that  in  both  instances  the  contracts  are  made  by 
men  of  great  wealth,  with  wide  experience  as  investors 
in  the  Syrian  trade,  men  to  whom  the  loss  of  their  capi- 
tal would  not  be  disastrous,  who  would  be  able  to  direct 
their  factors  toward  favorable  opportunities  for  trade.* 
There  are  records  of  other  societates  which  continued 
in  operation  for  several  years;  whether  they  were 
originally  formed  with  that  intention  we  cannot  say. 
Ingo  de  Volta  and  Ingo  Nocentius  formed  a  societas 
sometime  previous  to  September,  1156;  a  part  of  the 
capital  was  sent  to  Syria  in  that  year.  In  J\me,  1157, 
the  societas  was  still  in  operation;  the  original  invest- 
ment of  300 1,  had  been  increased  to  810  {.;  Nocentius 
went  to  Syria  in  the  autumn  of  1160,  apparently  imder 

I  Ch.  II.  668. 

*  Hia  name  does  not  ooour  as  principal  or  witness  in  Genoese  recoids  between 
Aucust  22, 1158  and  September  17, 1161.    Ibid.,  668, 1186. 

>  Ibid.,  792. 

«  The  names  of  Buronus  and  Fllardtts  ooour  more  frequently  than  any  others  in  the 
doeumenta  of  1154-1164.    See  Ch.  11,  passim. 
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the  same  societas,  when  the  working  capital  had  been 
increased  to  about  1100  L  This  societas,  in  operation 
for  nearly  six  years,  was  presumably  closed  on  the 
return  of  Nocentius  sometime  late  in  1162.^  At  least 
two  trips  to  Syria  had  been  made  and  the  merchants 
were  in  the  meantime  distributing  their  wares  in  the 
West.  It  may  be  supposed  that  a  part  of  the  profits  was 
occasionally  withdrawn  by  mutual  consent.  No  other 
example  of  so  highly  developed  a  form  is  found.  Obertus 
de  Sauriy  in  societas  with  Willielmus  de  Sauri,  went  to 
Syria  in  1157  in  the  interests  of  their  association  pre- 
viously formed.*  In  the  year  1 158,  Willielmus  Buronus, 
mentioned  above  as  familiar  with  Syrian  trade,  is  foimd 
to  have  a  societas  with  Ido  Mallonus;  Mallonus  had 
already  made  a  voyage  to  Constantinople  in  1156  as  a 
factor  for  Buronus,  and  imdertook  a  jotuney  to  Syria  in 
1158  in  the  name  of  their  societas;  in  the  interim  he 
may  have  gone  to  Bougia.  This  societas  apparently  con- 
tinued in  action  imtil  1161,  when  the  two  men  formed  a 
new  one  to  sell  Oriental  wares  in  France.'  Between  1 161 
and  1164  Baldezon  Ususmaris  and  Obertus  Lucensis  were 
associated  for  trade  in  a  series  of  voyages,  at  least  one 
of  which  led  to  Syria.*  In  the  years  between  1179  and 
1206,  when  the  societas  had  been  displaced  by  another 
form  of  association,  there  are  only  two  examples  ap- 
proaching those  cited ;  both  however  are  rather  augmen- 
tations of  the  capital  of  societates  originally  formed  for 
trade  in  the  West,  deflected  to  Syria  in  1191  by  the  pros- 
perity of  the  business  between  Genoa  and  Syria  in  that 
year  and  the  next.*    It  is  dear  that  during  the  earlier 

I  Ch.  n.  860, 424, 056.   The  name  of  logo  Nooentiue  is  not  found  in  the  raoords  after 
AncDBt  20,  1100  OUd.,  056)  until  Februaiy  28, 1103  (Ibid.,  1240). 

*  Ibid.,  487.    Thia  eodetaa  in  August,  1167 .  poeaesMd  a  stock  of  Oriental  wares 
vUeh  BugiBsts  an  earlier  ▼oyage  to  Syria. 

*  Ibid.,  010, 1115.    For  Ido*s  Toyags  to  Constantinople,  see  ibid.,  820. 
«  Ibid.,  057. 1478.  •  Not.  QugL  Caas.,  IT.  40,  68. 
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epoch,  1154  to  1164,  this  form  of  societas  was  not  only 
not  uncommon,  but  profitable  and  safe  among  the  more 
experienced  merchants.  Unfortunately  the  records  do 
not  allow  us  to  trace  its  development  or  decline;  when 
we  can  once  more  pick  up  the  threads  in  1179  this 
variety  of  the  societas  has  almost  disappeared.  It  was 
peculiarly  adaptable  to  the  Syrian  trade  in  the  decade 
1154r'1164,  when  a  few  families  were  in  control  of  the 
larger  part  of  the  trade  with  Syria.^ 

The  most  striking  variations  from  the  primitive  form 
of  societas  found  in  the  Syrian  commerce,  are  based 
upon  variations  in  the  methods  of  forming  the  capital 
investment.  They  fall  into  four  main  groups:  (1) 
societates  of  several  partners;  (2)  societates  in  which 
the  factor  is  authorized  to  carry  money  or  goods  of  his 
own,  outside  of  his  customary  one-third  of  the  capital  of 
the  societas  proper;  (3)  societates  in  which  the  investor 
sends  an  additional  sum,  outside  of  the  usual  two-thirds; 
(4)  societates  in  which  the  factor  carries  capital  for  per- 
sons quite  outside  the  societas,  either  with  or  without 
additional  capital  placed  by  his  original  partner  or  by 
the  factor  himself. 

(1)  In  the  societas  of  several  associates,  in  the  decade 
1154  to  1164,  there  are  never  more  than  three  contract- 
ing parties,  two  investors,  or  socii  stantes,  and  one 
factor.  Each  contributes  one-third  of  the  capital;  the 
factor  carries  the  entire  investment;  returning  to  Genoa 
he  places  capital  and  profit  in  the  hands  of  the  investors 
or  of  one  of  them;  at  the  division,  the  profit  is  divided 
into  two  equal  parts,  of  which  the  factor  receives  one, 
each  of  the  investors  his  share  of  the  balance.*  Altho 
only  two  examples  of  this  societas  are  found  in  this 

1  Five  families  oontraUedtbA  large  bulk  erf  this  tnMto  between  1154-1164,  tlM 
delle  Volte,  Buroni,  Filardi  and  Malloni. 

>  Sodetatee  of  seyeral  partners.  llM-1105:  Ch.  H,  859,  677,  1083, 1102. 
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decade  in  which  the  three  associates  appear  before  the 
notary  to  register  the  agreement,  both  in  1161,^  there 
are  two  others,  in  which  the  identical  arrangement  is 
made,  except  that  the  investor  formally  acknowledges 
that  half  of  his  investment  belongs  to  a  third  party, 
who  does  not  appear,  but  with  whom  the  investor  has 
made  an  agreement.  In  1156,  Ingo  Nocentius  formed  a 
societas  with  one  Alvemacins,'  the  owner  of  a  ship  about 
to  go  to  Syria;'  Nocentius  contributed  two-thirds  of  the 
capital  but  stated  that  half  of  his  share  belonged  to  Ingo 
de  Volta  with  whom  we  have  seen  he  was  associated  in 
trade  for  several  years.  The  other  instance  is  more 
interesting.  For  the  voyage  in  the  autumn  of  1158, 
Pascalis  Defantis  with  his  father's  authority  carried  to 
Syria  for  Willielmus  Filardus,  105  lire,  5  soldi  in  mer- 
chandise; of  this,  Filardus  acknowledged  that  52  {. 
belonged  to  his  nephew  Ansaldinus,  a  minor  no  doubt.^ 
Pascalis  was  directed  to  sell  the  goods  in  Syria;  then 
according  to  what  money  of  his  own  he  could  there 
command,  he  should  take  a  half  or  a  third  of  the  pro- 
ceeds of  the  sale,  add  thereto  of  his  own  property  "  cum 
testibus,''  i.  e.,  before  a  notary,*  and  trade  with  the  * 
proceeds.  On  the  return,  the  profits  were  to  be  equally 
divided  between  the  younger  Defantis  and  Filardus, 
who  received  his  nephew's  share.  Perhaps  Defantis  had 
merchandise  to  sell,  of  the  result  he  was  doubtful ;  or  he 
and  his  father  may  have  utilized  the  time  intervening 
between  the  formation  of  this  contract  and  the  depar- 
ture of  the  vessel,  to  raise  money  in  Genoa;  of  the  status 
of  the  Defantes  we  know  nothing  except  that  at  the 
moment  they  were  unable  to  furnish  52  I.  for  their  share 

>  Ch.  n.  1062, 1102.  *  Ibid.,  846. 

>  Ibid..  880.  «  Ibid.,  677. 

•  The  QenMM  maintained  notaries  in  Syria  thronghoat  most  of  their  period  of 
aelhity  there.    Dedmoni,  Bevue  de  I'Orient  Latin.  H,  pp.  4-A. 
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in  the  societas,  nor  did  they  expect  to  be  able  to  furnish 
more  than  a  fraction  of  this  amount  in  Syria.  Indeed 
it  is  significant  that  in  each  one  of  these  instances,  the 
factor  was  a  man  of  small  means,  of  little  importance  in 
Genoa,  or  one  whose  family  name  is  not  even  given.* 
This  suggests  unwillingness  on  the  part  of  the  investor 
to  assume  more  than  one-third  of  the  risk,  when  the 
factor  was  not  of  excellent  standing.  Alvemacius  is  the 
only  exception;  he  owned  the  vessel  on  which  he  was 
going,  while  in  that  instance  the  associates  were  Ingo 
Nocentius  and  his  partner  de  Volta,  men  well  able  to 
assume  any  risk,  placing  their  money  wherever  oppor- 
tunity offered. 

In  the  later  period  \mder  review,  it  was  this  societas 
of  several  partners  which  prevailed  over  all  other  forms 
of  the  societas,  but  for  reasons  other  than  those  which 
seem  to  explain  the  use  of  it  between  1154  and  1164.* 
Four  were  societates  in  which  the  major  part  of  the 
capital  was  contributed  by  the  same  family.  In  1203 
Lanfrancus  Gallus  formed  a  societas  to  which  he  con- 
tributed 100  L;  his  widowed  sister,  Agnesia,  gave  the 
same  amount  out  of  her  patrimony;  she  and  the  co- 
guardians  of  her  children's  inheritance  suppUed  100  L  of 
that  inheritance.  On  the  return,  Lanfrancus  was 
directed  to  turn  all  the  proceeds  over  to  Agnesia,  and  at 
the  division,  Lanfrancus  should  receive  one-half  of  the 
profits,  Agnesia,  one-fourth,  and  her  children  one- 
fourth.'  This  is  a  fair  example  of  these  four  associations. 
Two  other  contracts,  somewhat  different  from  the 
above,  and  exactly  alike  in  every  respect,  were  made  in 

I  "  Alveniaciua/'  Ch.  n,  809;  "  PMoalii  Dafantia.*'  Ibid.,  677;  *'  Ansaldus,"  Ibid., 
1082;  "  Ugo  de  Fapia,"  Ibid.,  1102,  only  onoe  asain  enoountered,  M  a  witneH  in 
1164,  Ibid.,  1476. 

s  Sodetatea  of  aavaral  partnara:  Not  OogLOaaa., f.  62  ▼.  (1191);  ff.  216, 223  (1208); 
ff.  243  v.,  246  ▼.,  207.  270  (1206). 

s  Ibid.,  f.  223. 
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1203  and  1205;  the  four  partners  are  the  same,  their 
respective  investments  are  the  same  in  both  years.  The 
factor  contributed  200  L,  a  blood-relative  100 1. ;  a  third 
partner  200  L,  a  fourth  partner  100 1.^  Two  members  of 
the  same  family  therefore  owned  half  the  capital;  the 
four  were  men  of  considerable  means,  and  closely 
associated  in  business  for  several  years.  Still  another 
similar  contract  was  drawn  in  1205  by  two  members  of 
of  the  same  family  with  a  factor,  each  contributing  one- 
third  of  the  total,  405  L  Altho  the  factor  was  a  respon- 
sible man,  as  shown  by  the  amount  he  was  able  to  invest 
and  by  his  name,  the  risk  was  greater  than  usual,  since 
this  is  one  of  several  cases  in  which  the  factor  was 
allowed  to  carry  or  send  the  investments  to  Aleppo,  the 
only  one  found  thus  far  in  which  he  was  permitted  to  go 
to  Damascus,  and  one  of  a  very  few  in  which  he  was 
allowed  to  proceed  to  Bou^  or  Ceuta  before  returning 
to  Genoa.*  Only  one  societas  of  several  partners  has 
been  foimd  in  which  the  family  arrangement  was  not 
evident;  in  1191  a  partnership  was  made  between  three 
men,  each  of  whom  contributed  44  Z.»  In  all  these  con- 
tracts, the  factor  supplied  one-third  of  the  capital.  It  is 
significant  that  in  every  case  but  one,  at  least  two  of  the 
associates  are  of  the  same  family,  and  own  at  least  half 
the  investment.  The  risk  is  \musual  in  only  one  societas, 
and  even  in  that  the  family  element  is  dominant. 

The  chief  difference  between  the  societas  of  several 
partners  as  practised  in  the  middle  of  the  century  and 
toward  the  close  lies  in  the  reasons  prompting  their 
formation.  In  the  earlier  period,  1154  to  1164,  the 
divided  risk  seems  to  explain  the  use  of  this  form.  In 
the  later  period,  1179  to  1206,  while  the  element  of  risk 

1  Not.  Gofli  Oms..  ff.  216.  246  v. 

*  Ibid.,  f .  207.    The  partners  are  of  the  families  de  Mari  and  de  Gastollo. 

*  Ibid.,  f.  62  ▼. 
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is  not  wholly  negligible,  the  societas  of  several  partners 
is  not  only  the  principal  form  of  societas  surviving,  but 
it  is  mainly  used  for  family  combinations  of  capital  in 
fairly  large  sums;  brothers,  widows,  minors,  of  the  same 
family  throw  their  interests  into  one  for  greater  con- 
venience and  possibly  for  greater  advantages  in  profit. 
(2)  Frequently  the  factor,  in  addition  to  his  invest- 
ment of  one-third  in  the  societas,  was  able  to  carry  with 
him  a  smaller  sum  of  money,  or  amount  of  merchandise 
from  his  private  property.*  This  circumstance  was 
taken  into  consideration  in  the  formation  of  the  con- 
tract; and  we  may  say  that  it  was  always  there  stated. 
The  sum  so  carried  seldom  amounted  to  more  than  a 
few  lire,  in  only  two  cases  to  more  than  10  per  cent  of 
the  total  investment.  In  such  cases,  the  contract  was 
drawn  in  regular  form;  the  factor  received  his  usual 
one-half  of  the  profits  on  the  societas  proper.  Then 
followed  the  provisions  with  reference  to  the  super 
aodetatem  or  uUra  aocietatem  as  it  is  called  in  the  docu- 
ments. The  factor  was  allowed  all  the  profits  on  a  smn 
so  carried,  but  this  simi  must  bear  expenses  per  lira 
with  those  incurred  by  the  societas.  In  other  words  he 
was  not  allowed  to  make  gains  at  the  expense  of  the 
societas;  the  investor  was  willing  that  the  factor  should 
carry  money  or  goods  in  small  amoimts  in  this  fashion, 
but  insisted  on  an  advantage  to  himself  therefrom,  — 
the  reduction  of  the  expenses  per  lira,  and  the  resultant 
increase  in  the  profits  per  lira.  There  is  only  one  instance 
in  which  the  amoxmt  carried  by  the  factor  in  addition  to 
the  capital  proper  exceeded  30  or  40  lire.  In  1161  Wil- 
Uelmus  Buronus  allowed  Ido  Mallonus  to  carry  132  lire 
outside  of  their  capital  of  600  lire.'  The  close  business 
relations  between  these  great  houses  made  this  arrange- 

>  Gb.  Up  854,  664,  672.  1106,  1113.  1116;  Not.  Qugl.  Caat.,  f.  56  v.;   Not.  Ign., 
f.87v. 

s  Ch.  n,  1115. 
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ment  allowable,  and  of  distinct  advantage  to  both.  At 
the  moment  Buronus  may  not  have  been  able  to  invest 
an  additional  264 1,  to  offset  the  sum  which  Mallonus 
had  at  his  disposal.  Presumably,  the  factor  was 
allowed  to  employ  this  sum  in  common  with  that  of  the 
societas,  thereby  reaping  to  the  full  the  advantages  of 
trade,  since  in  only  one  instance  was  he  directed  to 
bring  it  back  separately  invested  from  the  societas,  and 
then  at  his  own  risk.^  This  form  of  societas,  fairly  com- 
mon between  1154  and  1164,  is  only  twice  encountered 
in  the  later  period. 

(3)  Opposed  to  the  contracts  just  reviewed,  are  those 
entered  into  by  factors  unable  to  produce  capital  equal 
to  one-half  of  that  at  the  disposal  of  the  investor.  An 
arrangement  was  then  made  enabling  the  investor  to 
entrust  his  additional  capital  to  the  factor.  Again  the 
contract  would  be  drawn  in  the  regular  form,  the  factor 
contributing  as  much  as  he  could,  the  investor  doubling 
this  amount,  the  profits  to  be  divided  equally.  By 
special  provision  the  investor  gave  his  surplus  to  the 
factor  who  agreed  to  carry  it  with  the  regular  invest- 
ment ;  expenses  and  profits  were  to  be  reckoned  per  lira, 
but  the  factor  received  at  the  division,  one-f oiui^h  of  the 
profits.  This  was  a  perfectly  logical  outgrowth  of  the 
simple  societas:  therein  the  factor  furnished  one-third 
of  the  investment,  gave  his  time  and  labor,  and  received 
one-half  the  profits;  thus  when  he  took  a  sum  from  his 
associate,  against  which  he  was  unable  to  place  any 
money,  he  gave  his  time  and  labor  and  received  one- 
fourth  of  the  gain.  Only  a  few  instances  of  this  are 
found  in  the  decade  1154-1164.  The  variations  in 
detail  are  interesting.  In  1157  Jordanus  de  Domo,  a 
factor,  was  able  to  invest  only  15L  in  societas  with 
Bonus  Vasallus  Caput  Galli;  the  latter,  aside  from  the 

1  Not.  Ig]i.,f.87T. 
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30 1.  which  he  placed  in  the  societas,  sent  103  l.  with 
Jordanns,  more  than  twice  the  amount  of  *the  entire 
societas;  at  a  time  when  100  Z.  was  a  considerable 
amount.^  The  next  year  we  find  a  societas  of  207  L 
aside  from  which  the  investor  was  able  to  send  so  small 
an  amount  as  23  lire,  9  soldi,  of  a  societas  he  had  with 
another  merchant.*  Still  more  at  variance  with  the 
normal  arrangement  is  a  contract  of  1164;  Michel, 
indentm^  [?]  to  Stabilis,  entered  into  a  societas  with 
his  master;  he  could  furnish  only  12  L  against  his 
master's  24 1,  but  agreed  to  carry  the  whole  amount  to 
Syria  for  one-half  the  profits,  under  the  disadvantage  of 
no  allowance  for  food  and  clothing  (expense  victus  vel 
vestibus),  because  he  also  carried  for  Stabilis  the  hand- 
some sum  of  245 1,  on  which  all  expenses  were  allowed. 
The  profits  won  on  the  245  l.  were  not  to  be  shared  by 
the  factor;  his  advantage  lay  in  the  great  reduction  in 
the  expenses  of  his  own  investment  per  lira,  which  was 
so  small  that  it  was  doubtful  if  he  could  place  it  to  such 
advantage  elsewhere.'  Still  another  variation  follows 
in  1164:  SupUcius,  in  order  to  furnish  40  lire,  one- 
third  of  a  societas  of  120 1,  with  Blancardus,  was 
obliged  to  borrow  6J^  L  of  the  latter,  under  the  expec- 
tation of  being  able  to  return  it  from  a  sum  due  him 
before  a  year  had  elapsed.  Blancardus  loaned  him  the 
sum  without  stipulating  interest;  the  customary  con- 
tract for  one-half  profits  was  made;  Blancardus  then 
entrusted  140 1,  to  SupUcius,  who  agreed  to  carry  it  on 
condition  that  one-fourth  of  the  profits  should  be  turned 
into  the  profits  of  the  societas  before  the  division 
thereof.^    He  lost  the  advantage  of  one-eighth  of  the 

1  Ch.  II.,  484.  *  Ibid.,  663.  •  Ibid..  1470. 

*  Ibid.,  1499.  Goldaobmidt,  op.  oit.,  p.  268,  has  noted  this  peouliar  proviaion  in 
Genoa  and  A^iwdllea,  but  views  it  in  error,  aa  far  as  the  Qenoeae  practiae  is  ooncemed. 
as  an  attempt  to  seoore  a  growing  capital-aooount.  It  is  true  that  this  is  the  natural 
oonolusion  at  first  glance  but  he  fails  to  take  into  consideration  the  fact  that  the  socie- 
tates  in  whioh  this  provision  occurs  were  formed  for  a  sini^  voyage. 
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profits  on  the  140  L,  yet  he  was  enabled  to  secure  the 
advance  necessary  to  make  a  desirable  contract  for 
trade.  In  all  these  cases  the  problem  is  simple:  a  factor 
in  association  with  a  merchant  capable  of  doubling  the 
factor's  investment  several  fold.^  The  arrangement  was 
profitable  to  both  contracting  parties. 

(4)  That  the  trade  in  Syria  constantly  demanded 
more  investment  than  the  factors  who  went  east  were 
able  to  supply  at  the  ratio  of  1 : 2,  and  that  there  was 
ample  money  in  Genoa  for  this  purpose,  is  clearly  evi- 
dent from  the  foregoing.  Another  form  of  societas 
makes  this  still  more  evident,  that  in  which  the  factor 
was  allowed  by  his  partner  to  carry  sums  of  money  for 
others,  entirely  outside  of  their  own  agreement.  Ogerius 
Aguxinus,  about  to  depart  for  Syria  in  1157  received 
I)ermis8ion  from  his  partner,  Petrus  Eustachius,  to  carry 
with  him  what  he  wished,  provided  he  registered  the 
sums  with  Eustachius  before  his  departure  from  Genoa.' 
We  are  unable  to  say  what  use  Aguxinus  made  of  this 
license,  but  in  1161,  Otavianus,  factor  for  (the  same  7) 
Eustachius,  contracted  to  go  to  Syria  in  societas;  he 
registered  15 1,  entrusted  by  one  woman,  20  {.,  by  an- 
other, and  15J^  from  an  unaccountable  source;  profits 
were  to  be  reckoned  per  lira ;  one-fourth  of  the  profits  on 
the  three  sums  carried  super  Bodetaiem  was  to  be  con- 
verted to  the  profit  of  the  societas;  at  the  final  division 
of  the  profits  the  usual  arrangement  of  equal  shares  was 
to  be  followed.* 

The  tendency  so  well  marked  in  the  ten  years  from 
1154  to  1164,  for  the  factor  to  gather  up  loose  stuns 
wherever  possible  to  be  carried  super  societatem,  was 
the  rule  in  the  period  after  1179.    Scarcely  a  societas 


*  other  exuBplM  of  thb  groop:  Ch.  U,  1104;  Not.  Lanfr..  ng.  I,  f.  143  ▼.*  (1184); 
Ibid.,  ff.  95.  M.  (1186);  Not.  Gud.  Oms..  ff.  13  v..  17.  53.  58  (1191);  Not.  Ign.*  f.  103 
aaOO);  Not  Go^.  Ca»..  f.  918  (12031;  ff.  348,  265  (1205). 

s  Ch.  n.  44a.  i  Ibid.,  1104. 
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was  formed  in  that  period  in  which  the  factor  did  not 
register  one  or  several  sums  so  carried;  as  many  as  five 
were  occasionally  recorded  in  a  single  contract,  con- 
tributed by  the  investor  and  others,  in  amounts  varying 
from  4  lire  to  200  lire.^  In  this  period,  the  rule  was  that 
the  one-fourth  profit  invariably  allowed  on  stuns  car- 
ried outside  the  regular  investment  of  the  societas 
should  be  converted  into  the  profits  of  the  societas  before 
the  division  into  two  equal  parts  between  the  factor  and 
the  principal.  The  natural  deduction  is  that  as  the 
factors  utilized  this  privilege  to  increase  their  private 
profits,  and  as  the  practice  grew,  the  investors  felt 
obliged  to  restrict  the  amount  of  the  profit  made  partly 
at  their  expense  by  the  factors.  In  this  later  period  the 
sums  carried  by  the  factors  super  societatem  even  if 
supplied  by  the  investors,  were  subject  to  the  same 
provision.  Occasionally  the  provision  is  omitted, 
whether  by  inadvertence  or  with  the  imderstanding 
that  it  was  to  be  enforced,  we  cannot  say.*  All  sums 
carried  super  societatem,  unless  it  was  otherwise 
stipulated,  bore  expenses  and  profits  per  lira  with  the 
whole  amount  carried. 

The  advantages  of  this  form  of  investment  to  men 
and  women  of  small  means  are  evident;  nor  was  it 
without  advantage  to  the  societas  proper,  the  profits 
of  which  were  accordingly  increased.  This  is  further 
evidenced  by  the  fact  that  in  the  majority  of  cases  the 
money  or  goods  carried  super  societatem,  were  employed 
in  common  with  that  of  the  societas.  Only  occasionally 
was  it  stipulated  that  separate  investment  was  to  be 
made.*  The  fact  is  that  the  super  societatem  had 
become  so  fixed  a  feature  of  the  Syrian  trade,  as  ho 

>  For  ezunple,  Not.  QugL  Oms.,  f .  63. 

*  For  oample,  ibid.,  f.  58. 

s  Ibid.,  f.  63;  Not.  Unfr.,  r«g.  I.  f.  148  v. 
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doubt  of  Genoese  trade  in  other  parts,  that  it  had  al- 
ready been  assuming  a  special  form  and  name,  that 
known  as  the  accomendatio,  of  which  much  will  be  said 
later. 

Aside  from  the  four  main  variations  of  the  societas 
described  above,  several  less  important  forms  are  f o\md. 
Most  exceptional  are  the  societates  in  which  there  is 
more  than  one  factor.  Only  one  indubitable  example 
can  be  cited.  It  is  a  societas  formed  in  1205,  with  a 
small  capital  of  30  lire.  The  two  factors  are  brothers, 
about  to  go  to  Syria,  able  to  supply  of  their  combined 
resources  10  lire!  ^  Ugo  Mallonus  in  partnership  with 
Willielmus  Filardus,  in  1157,  did  not  go  abroad,  but 
sent  his  sons,  one  to  Syria  with  two-thirds  of  the  capital, 
another  to  Sicily.*  The  societas  between  Ingo  de  Volta 
and  Ingo  Nocentius,  described  above  as  one  in  operation 
for  several  years  between  1156  and  1161  offers  an  inter- 
esting variation  in  connection  with  this  point.  Nocen- 
tius formed  a  societas  in  1156  with  Alvemacius,  using 
part  of  the  capital  of  his  association  with  de  Volta; 
Alvemacius  went  to  Syria  therewith;  Nocentius  went 
abroad,  possibly  to  Syria,  in  1157  for  the  societas  and 
was  absent  from  Genoa  a  year;  in  1160  he  not  only 
went  to  Syria  again,  but  mentioned  in  a  contract  three 
men  who  were  working  as  factors  for  him:  Alvemacius 
who  went  to  Syria  in  1156  and  apparently  did  not  return 
long  before  September  1161;  Lavorantis  who  went  to 
Syria  in  1157;  and  Guidotus  Torsellus  who  was  in 
Genoa  intermittently  during  these  years,  may  have 
gone  to  Syria,  and  certainly  went  to  Provence  in  1157.* 
This  particular  societas  is  exceptional  in  so  many  ways 
that  it  is  perhaps  not  a  fair  type;  still  it  illustrates  the 
use  of  several  factors  under  the  direction  of  the  princi- 

1  Not.  iMMdx^  ns.  I,  f.  370.  «  Ch.  U.  467. 

•  8w  auto,  p.  180.  n.  1;  ako  Ch.  n,  447. 472.  689. 
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pal;  or  in  conjunction  with  him.  In  1 190  a  contract  was 
formed  between  two  merchants,  one  of  whom  carried  a 
part  of  the  capital  to  Syria  while  the  other  went  abroad 
where  he  pleased  with  the  balance.^  This  is  entirely 
exceptional  in  the  Syrian  trade. 

In  the  last  years  of  the  twelfth  century  a  series  of 
societates  were  formed  for  the  Syrian  trade  in  which  the 
stipulation  was  made  that  expenses  of  operation  were 
not  to  be  allowed.  Previous  to  1190  only  one  such 
societas  was  found;  it  has  already  been  described  above 
and  has  no  resemblance  to  this  group.*  There  were  eight 
societates  sine  expensis  formed  between  1190  and  1205. 
In  six  *  of  these  the  amoimts  involved  were  singularly 
insignificant,  as  low  as  4^  lire  in  one  case;  the  factors 
and  investors  were  men  of  small  means,  whose  family 
names  tell  us  nothing;  in  two  cases  of  these  six,  the 
factor  and  investor  were  brothers.  It  seems  probable 
that  these  were  all  contracts  made  by  common  seamen 
about  to  go  to  Sjrria  on  one  of  the  merchant  ships,  eager 
to  clear  a  small  profit  on  what  ready  money  they  had 
during  the  delay  in  Syria.^  It  was  the  custom  in  the 
Syrian  expeditions  to  pay  the  mariners  one-half  their 
contracted  wage  before  departure;  imfortimately  the 
contracts  for  the  hire  of  mariners  could  not  be  found  for 
this  voyage.  The  remaining  two  instances  involved 
more  considerable  sums;  one  was  drawn  between  two 
brothers,  which  may  explain  the  unusual  provision.* 
The  other  contract  allowed  expenses  on  the  societas 
proper,  75  Z.,  but  not  on  the  super  societatem  belonging 

1  Not.  Lftnfr.  ng.  I,  f .  03  ▼. 
s  See  ante,  p.  146. 

*  Not.  Lanfr.,  ng.  I,  f.  60;  Not.  Qugl.  Caas..  fF.  200,  208  v.,  223  ▼.,  266  v.,  270. 

*  One  case  is  of  this  oliaraeter  unqueationably;  the  factor  promiaea  to  contribate  6 
lire  or  16  bei.    Syrian,  "  quae  debeo  habere  pro  oonduotu."    Not.  Lanfr.,  reg.  I,  f .  GO. 

*  Not.  Ign.  f.  161.  The  photograph  of  this  document  has  not  yet  been  reoeiyed;  it  it 
lingular  in  other  ways  which  cannot  be  explained  until  the  photograph  has  been  studied. 


Digitized  by  VjOOQIC 


COMMERCIAL  CONTRACTS  IN  SYRIA  151 

to  the  investor,  in  amount  80  L ;  it  was  not  a  bad 
bargain  therefore  for  the  factor  altho  unusual.^ 

Only  one  societas  has  been  found  in  which  expenses 
were  advanced  outside  of  the  capital  proper.*  In  1190 
Simon  de  Minuta  formed  a  societas  with  a  widow, 
Boneta  Bancheria;  she  contributed  66  L  partly  in  mer- 
chandise, partly  represented  by  her  shares  in  the  owner- 
ship of  the  vessel  on  which  Simon  was  to  sail.  Simon 
supplied  33  L  to  the  association.  The  profits  were  to  be 
divided  equally.  Boneta  gave  him  93  I.  toward  the 
expenses  of  equipping  the  vessel  and  sending  it  to  Syria. 
If  there  was  a  residuum,  above  her  share  of  the  expenses, 
he  was  directed  to  invest  it  in  their  societas  and  in  that 
which  Simon  had  with  another  investor.'  On  what 
terms  this  was  to  be  done,  the  record  does  not  state. 
The  arrangement  suggests  that  Boneta  was  glad  to  have 
the  factor  receive  a  small  bonus  for  managing  an 
investment  difficult  for  a  woman  to  carry. 

The  restrictions  placed  upon  the  activity  of  the  factor 
in  the  societas  differ  so  slightly  from  those  imposed  in 
the  accomendatio,  that  they  will  be  discussed  in  con- 
nection with  that  form  of  contract.  In  the  main,  the 
societas  was  a  very  flexible  form  of  business  contract, 
modified  from  time  to  time,  according  to  the  personal 
desires  and  abilities  of  the  contracting  parties.  It  met 
the  demands  of  the  Syrian  trade  particidarly  well  in  the 
earlier  years  of  the  commercial  development,  when  the 
conditions  of  trade  were  comparatively  difficult  and 
before  many  Genoese  had  acquired  large  personal 
experience  in  that  phase  of  the  foreign  trade.  In  the 
decade  1154-1164  not  only  was  the  Syrian  trade  in  the 
control  of  a  few  prominent  f amiUes,  but  this  same  group 
of  capitalists  dominated  the  Genoese  commerce  in 

1  Not.  Quel.  Cam.,  f .  234  ▼.  *  Ibid.,  f.  fi9. 

•  Not.  Unfr.  it«.  I,  f.  69. 
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general.  The  concentration  of  the  larger  part  of  the 
available  capital  in  the  hands  of  a  limited  number  of 
men  impelled  them  to  combme  their  interests  in  this 
form  of  association,  dividing  the  risks  m  a  trade  stiU 
replete  with  possibilities  of  loss.  As  the  centxuy  drew 
to  a  close,  when  the  trade  was  enlarged,  when  more  men 
versed  in  Syrian  conditions  were  available,  when  the 
amoimt  of  capital  for  investment  increased  and  was 
more  widely  distributed,  as  was  the  case  after  1179  in 
Genoa,  the  societas  failed  to  meet  the  requirements  of 
trade  as  well  as  it  had  done  in  the  past.  It  was  gradually 
replaced  by  another  form  of  contract,  the  accomendatio. 


II.    The  Aooombndatio 

The  accomendatio  was  an  association  for  trade  of 
later  origin  than  the  societas,  which  it  rapidly  displaced 
in  the  Genoese  trade  with  Syria  in  the  last  quarter  of  the 
twelfth  century.  The  accomendatio  was  formed  be- 
tween two  individuals  only;  one,  the  accomendalory 
contributed  all  of  the  capital  and  remained  in  Genoa; 
the  other,  the  wuiomendaUmus,^  contributed  no  capital, 
but  carried  the  investment  of  his  associate  abroad,  paid 
his  expenses  therefrom,  used  the  investment  as  directed 
or  as  opportunity  offered.  He  then  brought  or  sent  the 
proceeds  to  Genoa,  placed  them  in  the  hands  of  his  part- 
ner, and  received  at  the  division  of  the  proceeds,  one- 
fourth  of  the  profits.  The  distinction  between  the 
accomendatio  and  the  societas  is  clear:  in  the  societas, 
the  factor  owned  one-third  of  the  capital,  bore  one-third 
of  the  risk  and  received  one-half  of  the  profits;  in  the 

>  ThflM  eiprcnioM  were  not  oommonly  uied  in  the  period  under  review;  foDowint 
the  prMtioe  uaed  in  the  diiouaeion  of  the  looietM  the  terms  investor  and  f  aotor  wiU  be 
oied  here  for  the  eeke  of  ilmplioity;  this  can  be  done  with  greater  eiaotitude  than  in 
the  ease  of  the  eoeietae. 
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accomendatio  the  factor  owned  no  capital,  he  assumed 
no  risk;  the  investor  owned  all  the  capital  and  assumed 
all  the  risk.  In  the  societas  the  factor  and  investor 
divided  the  profits  equally:  in  the  accomendatio  the 
investor  received  three-fourths  of  the  profits,  the  factor 
one-fourth.  The  ratio  between  capital,  industry,  risk 
and  profits  remained  the  same  in  both  associations.^ 

This  form  of  association  is  f oimd  in  the  Genoese  trade 
in  the  first  decade  in  which  we  can  study  the  commercial 
institutions,  1154-1164.  It  was  decidedly  secondary  to 
the  societas  in  importance,  particularly  in  the  Syrian 
trade.  In  fact  the  name  accomendatio  was  not  yet  in 
general  use.  The  expression  accomendatio '  was  often 
applied  to  this  form  of  association  but  not  in  the  con- 
tracts for  trade  with  Syria:  there  it  is  once  described  as 
societas  ad  quartam  proficui; '  in  all  other  contracts  no 
definite  expression  was  used ;  the  factor  simply  acknowl- 
edged that  he  had  taken  so  much  money  or  merchandise 
from  his  associates  for  trade  on  an  allowance  of  expenses 
and  26  per  cent  of  the  profits.^  While  the  accomendatio 
appeared  early  as  a  separate  institution  originating  in 
the  more  widely  utilized  societas,  it  seems  to  have 

1  Goldaehmidt's  statement,  op.  oH.,  p.  366,  that  the  olaaBifieation  of  the  aaeooiation 
■eeordmc  to  the  ehanglng  meaaure  of  the  oapital  and  industry  is  poor,  does  not  hold  for 
the  aasocaatUma  in  Qenoese  praetioe  when  the  entire  twelfth  oentory  is  considered. 
GoldMhmidt's  knowledce  of  the  Genoese  aseodationB  was  oonfined  to  the  single  period 
1164-1164,  when  the  aeeomendatio  had  not  been  fully  developed.  It  is  true  as  he  says, 
p.  361.  that  the  expressions  societas  and  oomendaoio  were  oooasionaDy  used  indiffer- 
ently in  thia  early  period  in  Genoa  for  the  same  sort  of  assooiation;  even  later  when  the 
amH)nimidat<i>  had  reached  a  distinotiye  position  this  confusion  is  sometimes  obeerved, 
but  that  it  was  regarded  as  an  error  is  indicated  by  the  fact  that  the  notaries  often  altered 
the  ffsding  in  the  reoord  by  canoelling  the  word  incorrectly  used  and  substituting  the 
other.  Not.  Gu^  Cass.,  ff.  301,  318.  Goldschmidt's  classification  of  both  forms  as 
eomeiwla  is  therefore  not  exact  for  the  Genoese  practice.  Laatig's  classification.  Die 
Aeeomendatio,  p.  76  ff .,  is  better,  exoept  that  he  fails  to  appreciate  fully  the  relation 
between  the  societas  and  the  accomendatio,  due  to  his  reliance  for  Genoese  practice  upon 
the  published  records  of  1164-1164,  and  to  the  broad  scope  of  his  work  within  a  very 
small  compass  Sehaube,  op.  ett.,  pp.  110-111,  has  the  distinction  more  clearly  drawn 
in  two  paragrapha. 

*  With  various  qielUngs  of  course.    Ch.  n,  301, 1870,  etc 

•  Ibid..  436.  *  Ibid.,  414, 473,  486,  617, 1604. 


Digitized  by  VjOOQIC 


164  QUARTERLY  JOURNAL  OP  ECONOMICS 

achieved  its  first  stage  of  development  as  an  adjunct  of 
the  societas  under  the  form  of  super  societatem.  As  the 
societas  came  to  be  used  ahnost  entirely  with  sums 
carried  super  societatem,  the  expressions,  accomendatio 
and  super  societatem  were  used  interchangeably  in  con- 
tracts drawn  primarily  for  the  formation  of  a  societas; 
both  expressions  are  found  in  the  same  contract,  applied 
to  sums  of  money  carried  imder  identical  conditions.^ 
After  1179,  the  accomendatio  achieved  a  free  develop- 
ment as  a  distinct  form  of  association,  and  rapidly  dis- 
placed the  societas  as  the  dominant  form  in  the  Syrian 
trade. 

In  the  Syrian  trade  between  1154  and  1164  only  six 
such  associations  were  formed.^  It  is  interesting  to  note 
that  in  this  period,  when  the  capital  of  the  societas  was 
almost  invariably  in  money,  the  basis  of  four  of  these 
six  associations  was  merchandise,  cloth  of  various  sorts 
and  fur.'  The  accomendatio  was  much  more  adaptable 
to  the  export  of  merchandise  than  was  the  societas, 
unless  both  partners  in  a  societas  for  trade  abroad 
possessed  stocks  of  the  same  kind  of  wares. 

In  four  of  the  six  cases  there  are  special  circumstances 
surrounding  the  transactions  which  make  them  unusual 
even  as  accomendationes.  Ribaldus  Saraphie,  the  factor 
in  one  case,^  was  a  man  of  great  means  in  Genoa,  a  ship- 
owner and  money-lender,  with  trade  interests  in  various 
parts  of  the  West  in  1155  and  1156.^  In  the  autumn  of 
1157  he  went  to  Syria,  probably  for  the  first  time,  since 

1  Not.  Lanfr.,  rag.  I,  f.  05;  Not.  Qugl.  Caas.,  f.  243;  These  ara  partioularly  good 
illuBtrations  of  both  ezpreMioiiB  uaed  in  the  same  contract. 

'  Ante,  notea  3  and  4. 

*  The  baaia  of  the  other  two  was  probably  merchandiae:  the  inveators  were  men  of 
great  wealth,  Willieknua  Buronua  and  Williehnua  Ventua,  two  of  the  leading  men  in 
Genoa  and  they  entrusted  odd  auma  to  the  faotora  in  theae  instances,  263  lire  13  soldi, 
and  71  lire  10  soldi,  whereaa  their  inveatments  were  usually  expressed  in  round  numbers 
of  lire. 

«  Oh.  n,  414.  *  Ibid..  267.  295,  334,  385,  336.  365.  371,  eto. 
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his  trading  interests  there  are  subsequent  to  this 
voyage.^  He  was  not  at  all  the  usual  type  of  factor,  but 
rather  that  of  the  investor  of  this  period,  although  his 
family  was  not  of  official  rank  nor  was  he  within  the 
limited  group  that  controlled  the  foreign  trade  of  this 
period.  He  may  have  gone  to  Syria  to  look  over  the 
groimd,  preparatory  to  his  subsequent  investments  in 
the  trade.  With  him  he  took  a  large  quantity  of  cloth 
belonging  to  Blancardus,  on  the  understanding  that  he 
should  receive  one-fourth  of  the  profits;  expenses  were 
to  be  allowed  per  lira,  with  what  other  sums  we  do  not 
know,  xmless  Saraphie  carried  capital  of  his  own,  which 
is  very  probable,  since  he  loaned  40  lire  to  another  mer- 
chant going  with  him  to  be  repaid  within  one  month 
after  their  arrival  in  Syria  with  50  per  cent  interest,  or 
within  one  month  after  their  return  to  Genoa  with  100 
per  cent  interest!^  The  shrewd  Saraphie  made  this 
arrangement  with  Blancardus,  the  owner  of  the  cloth, 
as  a  means  of  reducing  his  expenses  for  the  voyage.  In 
another  instance,  Ugo  Mallonus,  the  partner  of  Wil- 
lielmus  Filardus  in  a  societas  for  trade  in  Syria,  per- 
mitted his  son  Rubaldus,  who  went  east  in  his  father's 
place,  to  carry  a  small  amount  of  cloth  belonging  to 
Filardus,  for  one-fourth  of  the  profits;  expenses  were 
reckoned  per  lira  with  the  capital  of  the  societas,  but 
Rubaldus  received  the  one-fourth  profits  on  the  acco- 
mendatio;  this  was  purely  a  family  arrangement, 
satisfactory  to  Filardus  as  well.'  The  third  case  is  that 
of  a  young  man,  Ogerius  de  Amico,  who  went  to  Syria 
in  1168  with  the  intention  of  remaining  there  for  some 
time.  With  his  father's  consent,  he  took  71 J^  I.  from 
Willielmus  Ventus  to  be  invested  and  the  proceeds  sent 
to  Genoa;  Ogerius  is  not  heard  of  again  in  Genoa  for  six 

1  Ch.  II.  007, 1180.  s  Ibid..  457»  486. 

>  Ibid..  419. 
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years;  apparently  his  father  collected  the  25  per  cent 
agreed  upon  in  the  contract.^  Another  association  for 
trade  in  Syria  for  one-fourth  profits  was  made  in  1157 
by  Williehnus  de  Razedo  as  factor,  with  Willielmus 
Buronus  as  investor;  the  consideration  was  263  {.  13  a., 
in  merchandise  probably.  Razedo  was  going  to  Syria 
for  a  protracted  stay;  he  assumed  the  entrusted  sum 
with  a  solemn  oath  on  the  Gospels  to  act  in  good  faith, 
to  commit  no  fraud,  and  to  do  therewith  as  Buronus 
should  direct  him  by  letter  or  by  agent.  In  all  respects 
this  is  an  imusual  contract,  nor  do  we  know  that  Razedo 
ever  returned.* 

The  other  two  associations  were  more  typical  of  the 
accomendatio  as  it  soon  came  to  be  generally  used. 
Laborantis,  a  man  of  no  means  apparently,  beyond 
what  he  earned  as  a  factor  for  well  known  merchants,  in 
1157  agreed  to  convey  a  quantity  of  fur  to  Syria  for 
Willielmus  Filardus,  for  expenses  and  25  per  cent  of  the 
profits.*  In  1164  one  Novellonus,  on  the  same  basis, 
took  to  Syria  for  one  Elia,  cloth  worth  32  lire,  16  soldi; 
neither  individual  can  be  further  identified.^ 

The  accomendatio  in  this  decade  was  therefore  not 
only  most  imusual  in  Syrian  trade;  it  was  largely  con- 
fined to  the  export  of  merchandise;  in  most  cases  the 
circumstances  surroimding  its  use  were  exceptional,  nor 
was  the  very  name  of  the  association  yet  fixed  by 
common  usuage. 

When  the  accomendatio  had  assumed  a  definite  form 
and  an  important  position  in  the  Syrian  trade,  from 
1179  onwards,  some  general  characteristics  developed 
which  display  its  advantages  over  the  societas  and  help 
to  explain  its  extensive  use.   A  factor  going  to  Syria  was 

i  Ch.  n,  617, 1854. 

s  Ibid.t  426.  Tbe  oath  wm  used  only  in  aaooUtiont  formed  for  MTsnJ  yean  or  for 
ieirenl  Toyaaet.    Of.  Ch.  n,  668,  702.  832. 1118. 

«  Ibid..  472.  «  lUd.,  1804. 
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allowed  to  carry  as  much  money  or  merchandise  in 
accomendatio  as  he  pleased^  was  able  to  assemble,  or 
felt  he  could  negotiate  with  ease,  dependent  upon  his 
reputation,  ability,  and  the  length  of  time  he  expected 
to  remain  in  Syria.  The  consent  of  one  investor  was  not 
necessary  to  the  assumption  by  the  factor  of  funds  in 
accomendatio  from  others.  This  was  made  possible  by 
the  insertion  in  the  contract  of  the  clause  providing 
that  the  amount  given  in  accomendatio  should  bear 
expenses  and  profits  per  lira  with  all  other  property 
carried  by  the  factor.^  Factors  are  foimd  to  have  made 
many  contracts  with  no  other  safeguard  to  the  indi- 
vidual investors  than  this  provision;  *  it  was  apparently 
considered  sufficient  in  a  commercial  community  where 
the  merchants  knew  each  other's  standing  well.  Of 
course  it  often  happened  that  the  individual  investor 
was  aware  of  the  extent  and  number  of  the  sums  in 
accomendatio  carried  by  the  factor.  Presumably  he 
knew  this  often  through  private  channels;  the  records 
of  the  notaries  were  available  at  any  time.  Frequently 
several  of  the  investors  came  before  the  notary  with 
their  factor  at  the  same  moment;  then  their  contribu- 
tions were  accepted  by  the  factor  and  registca'ed  in  one 
entry  by  the  notary; »  or  if  the  contracts  were  drawn 

1  This  daiiae  is  almost  inyariably  inserted  in  all  contracts  for  the  formation  of  aooo- 
mendationes  after  1170  and  vtbd.  when  omitted,  it  was  apparently  understood  as 
sffeetlve:  Ansuizus  de  S.  Genesio  assumed  two  aooomendationes  in  1101;  the  dause  is 
iMerted  in  one  eontraot  but  not  in  the  other.  Not.  Qugl.  Cass.,  fF.  46,  64.  Often  the 
daose  is  abfareriated  to  read  simply  "eacpensas  per  Ubram  (cum  aliis  quas  porUtT)" 
Not.  GucL  Cass.,  £F.  56  v.,  67. 

•  Hooasvtos  Boletds,  two.  Not.  GugL  Cass.,  ff.  68,  63  t.;  Bufanis  Saragus,  two. 
Ibid.,  if.  66  v.,  67;  Simon  de  Bulgaro,  five,  Not.  Ign.,  f.,  162  (different  investors  prob- 
ably aasmnblwl  in  Smon*s  house),  f .  164;  Petrus  Silvanus,  four,  Not.  Gugl.  Cass.,  £F.  218, 
144, 244  T.,  266;  BonusvasaUus  de  Nepitella,  seven,  Ibid.,  ff.  260  v.,  264  v.,  262, 270  v., 
271,  272;  Willislmus  de  Pallo,  fo«r.  Ibid.,  ff.  242,  266,  268  v.,  273  v.  An  exception  is 
foond  in  1200,  when  Fulco  de  Dodo  secured  the  consent  of  Willielmus  Embiiaous  to 
eany  doth  worth  127H  lire  in  accomendatio  of  Simon  de  Rivalgarius;  but  the  Embri»- 
eus  family  was  always  more  explicit  and  f onnal  in  its  commercial  deafings  with  othen 
than  was  usual  in  Genoa  at  this  time. 

>  Not.  GucL  Csss.,  f .  68  (four  sums  in  one  contraet),  £F.  246,  267,  268,  268. 
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singly,  the  investors  acted  as  witnesses  to  each  other's 
agreements  with  the  factor.^  On  the  other  hand,  when 
the  factor  carrying  sums  in  accomendatio  was  also  a 
partner  in  a  societas,  the  assent  of  his  associate  in  the 
societas  was  secured.*  This  was  necessary  since  in  that 
case  the  factor  was  ordinarily  obliged  to  turn  the  25  per 
cent  profit  on  the  accomendatio  into  the  societas  before 
the  division  of  the  profits  of  the  societas.'  The  assent  of 
the  factor's  associate  in  the  societas  was  usually  given 
for  each  accomendatio  individually,  by  the  partner  or 
his  agent;  in  one  contract  for  a  societas,  the  factor  was 
given  permission  to  carry  what  sums  in  accomendatio 
he  would,  provided  he  received  one-fourth  of  the  profits 
thereon,  and  turned  such  gains  into  the  societas  before 
the  final  division  thereof.*  This  blanket  clause  is  only 
once  found  but  illustrates  the  principle  clearly. 

The  provision  in  the  contracts  for  accomendationes 
that  the  amounts  given  should  bear  expenses  and  profits 
per  lira  with  all  other  property  carried,  also  enabled  the 
factor  to  carry  sums  of  his  own  without  registration 
thereof  unless  the  amoimt  was  very  large.  ^  Of  course 
the  investor  usually  knew  the  financial  status  of  the 
factor  and  the  approximate  amount  he  could  afford  to 
carry  for  himself.  After  1179,  when  the  accomendatio 
was  so  widely  used,  the  expansion  of  the  Syrian  trade 
and  the  loss  of  the  monopoly  by  the  great  families 

1  WilHelmuB  Soottu,  Not.  Gugl.  Can.,  f.  225  ▼.  (three  oontraota);  Paganus  Gtdliia, 
Ibid.,  f.  267  V.  (three  oontracte);  Deteealye  de  PUtealunsa,  Ibid.,  f.  226  (three  oon- 
traota). 

>  Not.  Un.,  f.  20  y.;  Not.  Lanfr.,  rag.  I,  f.  05;  Not.  QugL  Caas..  ff.  108,  118  v., 
216  v.,  220  v.,  225,  225  v.,  243  y.,  253  y. 

«  Ante.  pp.  147,  148. 

«  Not.  OusL  CaM..  f.  243. 

*  That  the  factor  carried  money  or  merohandiae  4  his  own  without  registration  may 
be  deduced  from  the  permission  given  him  by  the  investor  to  do  with  the  investor's 
money  as  he  does  with  his  own.  Not.  Ign.,  ff.  12,  20  v.;  Not.  Gugl.  Cass.,  ff.  53,  271. 
For  registration  of  large  amounts  oanied  by  the  factor  for  his  own  profit:  Not.  Gui^ 
Cass.,  f.  53  (133  lira),  f.  226  (132-^  lira),  f.  245  (30  lira  ?),  f.  245  (91  lira),  f.  266  (25  lira); 
Not.  Ign.,  f.  162  goo  lira). 
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created  opportunities  for  men  of  small  means  skilled  in 
trade.  The  factors  as  a  rule  were  not  men  of  great 
wealth,  or  of  high  position  in  Genoa,  as  was  the  case  in 
the  earlier  period.^  Their  reputation  as  traders  in  this 
difficult  phase  of  Genoese  commerce  meant  something 
to  them.  Hence  this  simple  safeguard  afforded  ample 
protection  to  the  investors. 

Another  general  consideration  in  connection  with  the 
accomendatio  was  that  it  was  formed  solely  for  one 
voyage  to  Syria  and  return,  although  the  length  of  the 
stay  in  Syria  might  well  be  more  extended  than  the  few 
months  elapsing  between  the  arrival  of  the  ship  and  the 
departure  thereof  some  three  or  four  months  later. 
Many  of  the  factors  toward  the  end  of  the  century 
remained  in  Syria  several  years.  This  need  not  imply 
that  they  retained  the  capital  and  used  it  throughout 
the  period,  because  at  this  later  time  it  was  often  pro- 
vided that  the  factor  could  send  the  proceeds  to  Genoa 
with  reliable  witnesses;*  merchandise  was  often 
shipped  to  Genoa  by  the  factor  who  remained  in  Syria.* 
Occasionally  the  factors  were  allowed  to  make  one 
voyage  from  Syria  to  another  region  of  Genoese  trade 
before  returning  to  Genoa.^  Still  the  normal  accomen- 
datio was  for  one  voyage  and  direct  return  to  Genoa 
within  a  reasonable  time.    Some  of  the  exceptions  to 

>  It  10  not  ponible  to  present  the  data  on  this  point  at  the  present  time.  A  special 
•tody  of  this  ohance  will  be  made  later.  The  facts  are  apparent  to  any  reader  of  the 
doenmmts  of  the  period. 

>  Some  departed  with  this  intention:  in  1191  several  faeton  stipulated  that  they  be 
permitted  to  send  the  prooeeds  of  their  transaotionB  to  Genoa.  Not.  Quel.  Cass.,  ff.  58, 
53  v.,  91,  105  V.  Also  in  1198.  Ibid.,  ff.  108. 108  v..  118  t.;  in  1200.  Not.  Ign.,  f.  184; 
in  1201,  Not.  Qugl.  Cass.,  f.  171 ;  in  1208,  Ibid.,  ff .  201. 206. 207  (possibility  of  remainins 
in  Syria  ezplioitly  mentioned).  208.  209  t.  The  majority  of  the  oontraots  in  1203  and 
1205  contain  this  permission,  which  was  not  a  mere  legal  formula,  since  the  notary 
oorasiowally  inserted  and  then  eraaed  it.    Not.  GugL  Cass.,  ff.  220  v..  266. 

*  TUs  foOowB  naturally  from  the  permission  to  send  the  proceeds  to  Genoa.  Re- 
eeipts  for  coods  so  shinied  are  also  found.  Not.  Ign..  f.  31;  Not.  Cud.  Cass.,  ff.  26  y., 
79  T. 

«  Not.  Lanfr.,  rcg.  I,  f.  139;  Not  GugL  Cass.,  ff.  36, 47. 58. 56, 108, 161, 164, 243  t., 
246,  268, 271  t.,  272. 
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this  rule  are  interesting  enough  to  demand  attention* 
Simon  de  Bulgaro,  a  well-to-do  merchant,  went  to  Syria 
in  1200,  carrying  sums  entrusted  in  seven  accomenda- 
tiones  in  addition  to  700  lire  of  his  own  property.  He 
departed  with  the  intention  of  remaining  in  the  East 
for  some  years.^  In  one  of  the  contracts  he  made  before 
leaving  Genoa,  he  agreed  with  the  investor  that  he 
would  make  a  reckoning  of  the  profits  at  any  time  in 
Syria,  with  the  investor  or  the  investor's  agent,  and 
turn  over  the  capital  and  profits  at  once.'  In  the  same 
year  Oto  Judex  de  Castello  went  to  Syria  imder  contract 
to  manage  the  large  holdings  of  the  Embriaci  family 
in  Acre  for  two  years.*  He  took  with  him,  in  accomen- 
datio  of  Willielmus  Embriacus  major,  200  lire  which 
he  was  directed  to  employ  during  his  term  of  service, 
bringing  the  proceeds  to  Glenoa  upon  his  return.  All 
expenses  in  connection  with  this  fund  were  to  be 
allowed;  Oto  should  receive  the  usual  one-fourth  of  the 
profits.* 

As  was  the  rule  with  sums  carried  super  societatem 
the  factor  was  allowed  to  use  his  own  judgment  in  the 
investments.  In  most  cases  he  apparently  used  aU  the 
sums  in  common  and  arranged  a  settlement  with  each 
investor  upon  the  retmn.  Frequently  the  investor 
stipulated  that  his  investment  was  to  be  employed  and 
brought  back  separated  from  the  general  stock  of  mer- 
chandise which  the  factor  carried  from  Syria  to  Genoa.* 
This  provision  was  probably  inserted  when  the  investor 

>  Not.  Ign.,  fF.  102, 104.   He  was  stUl  in  Syria  in  1208,  when  his  wife  aent  him  money 
and  merohandiae.    Not.  GubI.  Caaa.,  f .  207. 
«  Not.  Un.,  f.  162. 

•  Ibid..ff.  ie0v.-161. 
«  Ibid.,  MOOT. 

*  The  euatom  waa  to  allow  the  factor  to  uae  hia  own  judgment.  Sometimea  he  waa 
inatruoted  to  biing  baek  the  prooeeda  inveated  in  common  with  that  carried  by  him  for 
otheia.  Not.  GugL  Caaa.,  fF.  58,  216  t..  2ft3  ▼.,  267.  292  v.,  203,  208  ▼.;  or  inveated 
aeparately.  Not.  Lanfr..  rcg.  I,  f.  05;  Not.  Quel.  Caaa.,  £F.  68, 106  ▼.,  266, 267  v.,  261  ▼., 
260.  260  T.,  272. 
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had  a  preference  in  the  sort  of  merchandise  to  be 
unported  from  the  East.  Such  preferences  while  never 
stated  in  the  contracts  may  well  have  been  given 
privately  to  the  factor  in  such  cases.^ 

These  are  the  general  features  of  the  pure  accomen- 
datio  to  which  the  great  mass  of  the  contracts  formed 
between  1179  and  1206  conformed.*  There  were  varia- 
tions, however,  in  the  form  of  the  association  due  to 
personal  influences,  to  the  financial  situation  of  one  of 
the  contractmg  parties,  or  to  the  demands  of  interests 
ahready  formed  in  Syria. 

The  first  series  of  variations  is  based  upon  the 
differences  in  the  stipulations  with  reference  to  the 
amount  or  proportion  of  the  profit  to  be  received  by 
the  factor. 

Three  contracts  are  found  under  which  sums  were 
carried  in  accomendatio  in  return  for  one-third  of  the 
profits.  The  most  striking  of  the  three  is  the  association 
formed  for  the  autumn  voyage  of  1191  between  Obertus 
de  Josberto  and  Josbertus  (his  father  ?).  Obertus 
assumed  504  lire,  a  very  large  siun,  which  he  agreed  to 
carry  to  Syria,  giving  a  solemn  oath  to  attend,  save, 
guard  and  operate  the  investment  in  good  faith  and  not 
to  defraud  his  partner  beyond  20  soldi  (!)  nor  to  loan 
the  money  to  anyone  except  a  merchant  with  good 
security.'  Upon  his  return,  the  younger  Josbertus 
should  receive  one-third  of  the  profits,  but  the  older 
Josbertus  admitted  that  36  lire  of  the  capital  belonged 
to  the  yoimger.  This  was  a  liberal  agreement,  savoring 
of  a  societas,  altho  the  capital  was  carried  in  acco- 
mendatio. Similarly  in  1205  Marchus,  son  of  Wil- 
lielmus  Barbavaira,  the  draper,  took  in  accomendatio  of 

*  One  commiHioii  to  poroluiae  dnnamon  up  to  600  besants  in  value  wae  tfivea  in 
1191,  but  the  arrangement  was  not  made  in  aooomendatio.    Not.  Quel.  Caai.,  f.  55. 

*  In  an  flereral  hundred  of  this  type  have  been  found. 

*  Ibid.,  f .  58. 


Digitized  by  VjOOQIC 


162  QUARTERLY  JOURNAL  OF  ECONOMICS 

his  father,  35  lire,  3  denarii  for  one-third  of  the  profits.^ 
The  third  instance  of  this  kind  was  an  accomendatio  of 
10  lire  for  one-third  of  the  profits  between  two  indi- 
viduals of  whom  we  know  nothing  further;  the  personal 
relationship  which  underlies  the  other  two  is  not 
visible.'  Apparently  this  form  of  accomendatio  was 
infrequently  used  and  only  when  the  personal  relations 
between  the  partners  dictated  the  terms. 

A  single  contract  in  which  the  percentage  of  profits  is 
not  stated  definitely,  was  one  of  those  made  by  Simon 
de  Bulgaro  for  his  voyage  in  the  autumn  of  1200.  He 
carried  for  Willielmus  Silvaticus  32  lire  invested  (mix&w) 
in  common  with  his  own.  He  agreed  to  give  Silvaticus 
the  same  profit  per  lira  as  that  made  on  his  own  capital.' 
Again  the  arrangement  is  so  peculiar  that  we  are 
led  to  conclude  a  personal  element  is  involved  which 
cannot  be  traced.  The  two  merchants  owned  a  stock 
of  goods  in  common  of  which  Simon  planned  to  make 
disposition  in  Syria  on  terms  favorable  to  Silvaticus. 

The  last  group  of  this  series  in  which  the  variation  lies 
in  the  division  of  the  profits,  is  made  up  of  about  thirty 
contracts  for  accomendationes  on  which  no  profits  were 
to  be  allowed  to  the  factor.  Five  of  this  group  cover 
small  sums  carried  in  accomendatio  on  which  the  usual 
one-fourth  may  have  been  allowed,  but  the  provision  is 
not  given  in  the  contracts;  ^  several  of  these  contracts 
are  for  sums  so  small,  2  lire,  4  lire,  10  lire,  etc.,  that  we 
may  assign  them  to  conmion  seamen  and  their  friends;  * 
a  few  others  for  sums  between  30  lire  and  40  lire  were 
probably  carried  for  one-fourth  profit,  with  an  error  of 
omission  by  the  notary.^  For  the  remaining  contracts 
of  this  group,  we  are  on  more  certain  grounds.    Two 

>  Not.  GugL  C«Mi.,  f.  270.  *  Ibid.,  f.  16. 
•  Not.  Ign.,  f.  162. 

«  Not.  Lanfr.,  rag.  I,  f.  143  v.;  Not.  Gu«l.  Caas.,  ff.  243  t..  257,  262  v..  272. 

>  Ante,  p.  160.  •  Ibid.,  ff.  246.  267  v.,  268  v. 
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sums  carried  in  accomendatio  for  no  profit  are  entrusted 
to  factors  by  members  of  the  clergy;  the  amounts  are 
small,  10  Ure  and  12  lire;  these  are  two  of  three  con- 
tracts found  in  which  the  clergy  invested  in  this  trade; 
unfortunately  we  know  nothing  of  the  factors  in  these 
two  instances.^  Numerous  factors,  of  good  standing, 
carried  money  and  merchandise  of  small  amounts  in 
accomendatio,  gratia  or  per  amarey  for  their  female 
relatives,  or  for  the  wives  and  sisters  of  their  friends 
and  associates.'  The  amounts  of  money  are  always 
small,  from  2  lire  to  18  lire.  The  merchandise  thus  car- 
ried was  invariably  the  handicraft  of  the  women  con- 
cerned, embroidered  clerical  vestments,  cloaks,  etc., 
which  apparently  met  a  ready  sale  among  the  colonists 
or  clergy  in  Syria.  The  remaining  half  dozen  accomen- 
dationes  carried  gratis  were  undertaken  by  factors  for 
family  connections,  not  always  of  small  amoimts,  but 
usually  by  factors  well  supplied  with  other  sums. 
Henricus  Streiaporcus  in  1205  carried  in  accomendatio 
gratis  for  Drua,  his  mother,  200  lire  belonging  to  him 
and  his  brother,  of  which  the  mother  still  retained 
control,  and  28  lire  of  her  property.'  Similarly,  Pa- 
ganus  Gallus,  not  yet  in  possession  of  his  share  of  his 
deceased  father's  estate,  in  the  same  year,  carried  in 
accomendatio  gratis  of  his  mother  and  his  guardian 
100  lire  from  the  inheritance  of  his  brother  and  himself; 
his  mother  gave  him  50  lire  of  her  patrimony  on  an 
allowance  of  one-fourth  of  the  profits.^  Willielmus  de 
Pallo  went  to  Syria  in  1205  as  factor  in  several  acco- 
mendationes  and  carried  2003^  lire  gratis  for  his 
brother.^    A  more  interesting  case  is  that  of  Sunon  de 

1  Not.  Lanfr.,  icg.  I,  f.  68;  Not.  Gui^  GaM.,  f.  201;  Oh.  H.  1060. 

*  Not  Lanfr.,  leg.  I,  f.  148;  Not.  GugL  Cms.,  ff.  118,  213  v.,  216,  248,  246,  2S2, 
908  T.,  278. 

•  Ibid.,  f.  278.  >  Ibid.,  f .  278  v. 
«  Ibid.,  f.  267  V. 
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Bulgaro  and  his  sister  Sibelia,  in  1200.^  Simon  went 
East  to  remain  two  years;  he  carried  for  Sibelia  150  lire 
for  the  usual  25  per  cent;  in  addition,  he  carried  for  her 
gratis  et  amore  151  lire;  out  of  the  proceeds  of  this  fund 
were  to  be  paid  all  the  expenses  of  Sibelia's  son,  Marinus, 
who  accompanied  Simon  for  the  sake  of  experience  in  the 
Syrian  trade,  possibly  in  order  that  he  might  become 
an  agent  for  his  mother.  Simon  was  willing  to  for^o 
his  usual  25  per  cent  partly  as  a  favor  to  his  sister, 
but  he  probably  found  the  youth  of  service  to  him 
as  well. 

These  accomendationes  in  which  the  factor's  profit 
varied  from  the  normal  25  per  cent,  while  nimierous  and 
interesting,  were  invariably  drawn  imder  imusual  cir- 
cumstances,  between  family  connections  for  the  most 
part.  In  all  cases  where  the  amount  was  large  the 
expenses  of  the  factor  were  reckoned  per  lira  with  all 
others  carried,  even  sums  on  which  he  agreed  to  accept 
no  profit. 

Another  series  of  accomendationes  are  found  on  which 
no  expenses  are  allowed.  A  score  of  these  contracts 
were  apparently  made  by  mariners  with  their  friends  and 
associates;  the  amount  of  capital  in  these  cases  varies 
from  2  lire  to  20  lire;  in  most  cases  it  is  below  10  lire.* 
In  one  instance  a  priest  entrusts  2  lire  to  a  factor  sine 
expensis.*  More  interesting  is  the  case  of  Johannes, 
indentured  (?)  to  Ansaldus  Fomarius,  who  was  sent  to 
Syria  by  his  master  in  1205,  carrying  30  lire,  10  soldi, 
9  denarii  for  Ansaldus  and  his  wife,  sine  expensis.^  He 
was  directed  to  go  with  one  Petrus  Silvanus,  wherever 
the  latter,  a  factor  carrying  several  hundred  lire  for 

>  Not  Icn.,  f.  162.  See  alw>,  ibid.,  f.  6;  Not.  On^.  Cms.,  ff.  63  ▼.,  262. 

«  Not.  Isn..  f.  16;  Not.  Gugl.  Ctm.,  ff.  218,  216,  218  v.,  219  t..  223  t.,  224,  244  ▼., 
246,  246  v.,  247,  249  v.,  260  t.,  264  ▼.,  266  t..  272,  272  v.,  298  t. 

«  Ibid.,  f.  201.  «  nwL,  f.  273. 
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various  inveBtors,^  might  go  for  trade  in  Syria;  probably 
there  was  an  agreement  with  Silvanus  which  would 
explain  where  this  servant's  expenses  came  from;  he 
may  have  been  taken  by  Silvanus  as  an  assistant.  Ser- 
vants of  factors  occasionally  sent  a  small  simi  in  acco- 
mendatio  sine  expensis.'  Only  one  contract  involving 
a  large  sum  carried  without  expenses  is  found,  an 
agreement  to  carry  94  lire  for  which  no  explanation 
offers,  since  the  factor  is  otherwise  unknown;  were  he 
a  ship-owner  the  situation  would  be  plain.'  The 
accomendatio  sine  expensis  was  exceptional.  Except 
when  the  evidence  leads  to  the  supposition  that  the 
factors  were  seamen,  the  personal  relation  between  the 
associates  is  significant,  as  has  been  shown  to  be  true 
in  the  accomendationes  in  which  the  profit  allowed  to  the 
factor  varied  from  the  normal  25  per  cent,  and  in  the 
societas  sine  expensis.  In  all  accomendationes  sine 
expensis  the  usual  25  per  cent  was  granted  except  in  one 
case  when  the  factor's  servant  sent  33  soldi  with  her 
master.^ 

Conditional  accomendationes  are  occasionally  found 
after  1179,  in  which  the  investor  entrusts  money  or 
merchandise  in  accomendatio  to  factors  going  to  Syria, 
to  be  turned  over  to  a  specified  merchant  in  Syria.  The 
consignor  of  the  goods  is  sometimes  the  wife  or  business 
associate  of  a  merchant  engaged  in  trade  in  Syria.  Anna, 
wife  of  Simon  de  Bulgaro  who  left  for  Syria  in  1200,  sent 
to  him  in  1203, 1833^  lire,  invested  in  cloth,  16J^  lire  in 
money,  entrusting  the  whole  to  Johannes  Bancherius  in 
accomendatio.^     Three  partners  of  Bemition  Scotus 

1  Not  Qu«l.  Caas.,  ff.  244,  244  v..  256. 

«  Not.Laiiir.,Teg.I.f.  136v.;  Not.  On^.  GaM.,  f .  298  ▼. 

•NotUn-f.  17v. 

«  Not.  Lufr.,  rag.  I.  f.  136  t. 

«  Not  Gui^  GaM..  f .  207. 
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sent  284  lire  to  him  in  1191  in  accomendatio  by  the  son 
of  one  of  them.*  The  conditions  are  usually  clearly 
stated:  *  the  factor  was  bound  to  deliver  the  merchan- 
dise or  money  to  the  person  named,  if  that  individual 
could  be  found,  or  if  the  consignee  were  willing  to  accept 
it.  Apparently  the  goods  were  sometimes  shipped  on  an 
order  from  Syria;  sometimes  this  must  have  been  done 
without  an  order,  when  the  consignee  was  allowed  to 
refuse  to  receive  the  consignment.  In  one  case  the  goods 
were  shipped  at  the  risk  and  expense  of  the  merchant  in 
Syria,  which  clearly  implies  an  order.  If  the  consign- 
ment was  rejected  in  Syria,  or  if  the  consignee  could  not 
be  found,  the  factor  was  directed  to  employ  it  in  trade 
under  the  usual  terms,  expenses  and  25  per  cent  of  the 
profits.  Presumably  the  expense  of  transportation  was 
borne  by  the  consignee,  if  the  goods  were  turned  over  to 
him,  altho  only  one  contract  specifically  provides  for 
this.  If  the  consignee  rejected  the  goods  or  was  not 
found  by  the  factor,  the  expense  would  naturally  be 
reckoned  per  lira  as  in  other  cases.  These  contracts  for 
accomendationes  with  consignments  illustrate  the 
development  of  the  accomendatio  to  a  point  where  it 
could  be  utilized  for  many  different  purposes. 

Another  use  of  the  accomendatio  which  was  not 
uncommon  in  the  trade  with  Syria,  after  it  had  de- 
veloped so  extensively,  further  displays  the  superior 
flexibility  of  this  form  of  association.  Debts  owed  by 
men  in  Syria  to  residents  of  Genoa  were  collected  by 
reputable  factors  going  to  Syria,  imder  contracts  made 
with  the  creditor  in  Genoa.  The  creditor  authorized  a 
factor  to  coUect  the  debt  for  him,  and  directed  the 
factor  to  take  the  amount  collected  in  accomendatio,  to 
use  it  in  trade  as  he  saw  fit.    Upon  the  return  of  the 

>  Not.  Gttd.  Cms.,  f.  53  t. 

«  Not.  Lanir.,  rag.  I,  ff .  96, 132  y.;  Not.  Ougl.  Caas..  ff.  68  v.;  66  t..  807, 210  v. 
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factor  to  Genoa,  expenses  of  the  factor  incurred  in 
trade  with  this  sum  should  be  reckoned  per  lira  with 
other  amounts  carried,  and  the  factor  should  receive 
25  per  cent  of  the  profits.  No  provision  or  allowance 
for  expenses  or  effort  in  the  collection  of  the  debt  was 
made.^ 

The  last  variation  of  the  accomendatio  to  be  described 
is  the  least  frequently  encountered;  only  five  instances 
have  been  found.*  These  were  associations  in  which  the 
factor  made  a  deposit  of  money  with  the  investor  before 
leaving  Genoa  with  the  investor's  merchandise.  The 
merchandise  was  cloth  in  every  case  but  one.  The 
amount  of  the  deposit  ranged  from  331  per  cent  to 
67  per  cent  of  the  value  of  the  goods.  The  factor  was 
directed  to  deduct  the  amount  of  his  deposit  from  the 
proceeds  of  the  sale  of  the  goods  in  Syria;  since  the 
deposit  was  made  in  Genoa  in  lire,  and  had  to  be 
deducted  in  Syria  in  besants,  the  ratio  of  besants  to  lire 
at  which  the  deduction  must  be  made  was  stated  in  the 
contract;  it  was  the  usual  ratio  of  the  time,  including 
no  interest.  After  deducting  the  amount  of  the  deposit, 
the  factor  was  permitted  to  employ  the  balance  of  the 
proceeds  of  the  sale  in  trade  in  accomendatio  for  25  per 
cent  of  the  profits  of  the  whole  transaction.  The  factor 
lost  the  use  of  his  deposit  for  several  weeks  or  months 
and  received  no  interest,  nor  was  he  the  recipient  of  any 
unusual  favor  in  the  accomendatio  to  be  formed  with 
the  proceeds  of  the  sale.  The  question  then  arises  of  the 
reasons  for  the  peculiar  arrangement.  Two  of  the  con- 
tracts were  imdertaken  in  1184  by  Oglerius  Rapallinus 
de  Capiti,  a  factor,  with  Gualibertus  Verante  in  one 
instance  and  with  ZucheUus  Verante  in  another.  In 
both  cases  Oglerius  furnished  guarantors  for  his  in- 

1  Ch.  n,  1108;  Not.  Quel.  Caai..  £F.  56.  273. 

•  Not.  Icn.,  f .  IM;  Not  Laofr.,  ng.  I,  f.  199;  Not.  Qa^  Cms.,  ff.  212,  224. 
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tegrity,  which  m  connection  with  the  deposit  impUed 
lack  of  confidence  in  him  by  the  Verante;  moreover 
Oglerius  agreed  not  to  charge  expenses  on  the  goods, 
provided  the  investors  paid  all  duties.  Two  similar 
contracts  of  this  sort  were  entered  into  by  a  yoimg 
factor,  Willielmus  de  Astnr,  under  the  direction  of  his 
father,  with  WiUielmus  Bellus  de  Castello;  again  the 
su^estion  arises  that  the  youth  or  inexperience  of  the 
factor  underlies  the  requirement  of  a  deposit,  and  that 
his  father  was  the  guarantor.  But  the  ^th  contract  of 
this  character  was  made  in  1200  by  Simon  de  Bu^aro, 
whose  ability  and  integrity  could  not  be  questioned. 
The  explanation  seems  to  he  therefore  in  one  of  two 
other  directions  than  lack  of  confidence  in  the  factor: 
either  the  investor  could  not  bear  the  entire  risk  of  loss 
under  a  simple  accomendatio,  and  required  the  deposit 
in  order  to  divide  the  risk ;  or  else  the  investor  was  ship- 
ping to  Syria  his  entire  capital  in  cloth,  and  required  the 
deposit  as  a  means  of  continuing  his  trade  in  Genoa.  It 
is  this  last  explanation  which  answers  all  the  questions, 
since  the  divided  risk  could  have  been  secured  by 
forming  a  societas. 

The  accomendatio  displaced  the  societas  as  the  favor- 
ite association  for  trade  with  Syria  in  the  last  quarter  of 
the  twelfth  century  by  reason  of  certain  changes  that 
had  occurred  in  the  character  of  the  trade,  and  because 
of  certain  inherent  features  of  the  accomendatio  which 
made  it  more  adaptable  to  foreign  trade  in  general 
toward  the  end  of  the  century.  In  the  first  period  of  the 
Genoese  trade  with  Syria,  of  which  we  may  take  close 
cognizance,  1154r-1164,  the  trade  was  practically 
monopolized  by  a  few  of  the  leading  commercial 
Genoese  families.  The  trade  was  not  at  that  time  an 
export  business  in  any  noticeable  degree.  The  great 
merchants  invested  money  in  Oriental  wares  purchased 
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in  Syria,  to  be  sold  in  Genoa  and  to  be  distributed 
throughout  the  West  aloi^  avenues  of  trade  already 
well  laid  down  by  the  Genoese.  The  risks  encountered 
were  greater  about  the  middle  of  the  century  than  they 
were  twenty-five  years  later  when  the  conunercial  con- 
ditions in  Syria  were  much  more  clearly  imderstood. 
The  commerce  to  be  profitable  required  large  amounts 
of  capital  represented  by  cash;  Genoese  exports  were 
not  yet  in  demand  in  Syria.  The  risks  were  great 
enough  to  warrant  the  division  thereof  among  two  or 
more  investors.  The  very  youth  of  the  trade  and  the 
small  number  of  people  engaged  therein  prevented  the 
average  individual  from  risking  his  capital,  even  if 
competition  with  the  great  merchants  would  have  made 
it  profitable.  The  societas  met  aU  these  requirements  of 
the  trade  in  the  early  epoch. 

In  the  last  quarter  of  the  twelfth  century  and  the 
opening  years  of  the  thirteenth,  these  conditions  were 
altered.  The  great  families  had  been  imable  to  retain 
their  grasp  on  the  rapidly  expanding  Genoese  commerce 
with  Syria  and  other  regions.  The  trade  with  Syria  had 
become  much  more  of  an  export  trade  than  in  the  earlier 
period,  altho  cash  still  went  East  in  large  masses  to 
bring  back  to  Genoa  the  precious  goods  of  the  Orient. 
Men  with  little  money,  and  a  stock  of  desirable  wares 
engaged  in  the  trade.  The  risks  were  less;  individual 
merchants  could  afford  to  assume  the  entire  risk  without 
forming  a  rigid  partnership  with  another  for  the  purpose 
of  dividing  the  possible  losses.  With  the  growth  of  the 
Syrian  trade  and  Genoese  commerce  in  general,  a  class 
of  men  had  grown  up  who  were  skilled  in  trade  abroad, 
who  probably  spoke  foreign  dialects,  and  were  eager  to 
secure  the  use  of  capital  or  merchandise  they  either  did 
not  possess  or  could  not  produce.  The  accomendatio 
better  suited  all  these  conditions  than  did  the  societas. 
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The  century  of  commercial  expansion  had  produced 
goods  and  money  in  large  quantities;  it  had  produced  a 
class  of  men  versed  in  trade;  the  two  elements,  capital 
and  industry,  found  their  best  combination  in  the 
accomendatio. 

EuGBNB  H.  Btbnb. 

UnIYSBSITT  of  WmOONBIK. 
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In  history  as  in  science  the  normal  order  is  from 
obvious  facts  to  hidden  causes.  The  fact  of  the  dis- 
astrous fall  of  Rome  is  so  obvious  that  every  intelligent 
person  is  aware  of  it.  Its  causes  are  so  obscure  that  the 
world  is  still  uncertain  what  they  are.  Among  the  many 
theories  advanced  in  explanation  of  this  great  historical 
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event,  one  of  the  most  interesting  '  that  of  liebig,^ 
which  has  recently  been  admirably  restated  by  Professor 
SimkhovitchJ  According  to  the  view  of  these  two 
authors  one  of  the  fimdamental  factors  in  the  fall  of 
Rome  was  a  marked  decline  in  agriculture.  We  are 
told  that  in  the  days  of  the  Roman  Republic  seven 
jugera,  or  about  four  and  one-half  acres  of  land,  sufficed 
for  the  tillage  required  to  support  an  average  family. 
Agriculture  was  so  intensive  that  farms  of  this  small 
size,  supplemented  presimiably  by  pasture  land,  sup- 
ported a  contented,  self-respecting,  and  progressive 
population.  The  cities,  all  of  which  were  small,  re- 
flected the  sturdy  independence  of  the  country  people, 
and  natiually  the  government  was  modeled  to  fit  the 
citizens  who  administered  it.  By  the  second  century 
before  Christ,  however,  a  great  change  was  apparent. 
Under  Scipio  in  196  B.C.  grain  began  to  be  distributed 
from  state  granaries  to  poor  citizens.  Soon  came  the 
agrarian  troubles  with  which  the  names  of  the  Gracchi 
are  associated.  Seven  jugera  were  no  longer  sufficient 
for  the  average  farmer.  Indeed,  the  farmers  in  many 
places  were  becoming  poverty  stricken.  Instead  of 
sowing  their  fields  with  a  scientific  rotation  of  carefully 
tilled  crops,  they  were  turning  them  over  to  pasturage. 
Cato  declared  that  good  pasturage  was  the  best  thing 
for  a  farmer,  fair  pasturage  the  second  best,  poor 
pasturage  the  third  best,  and  ordinary  field  crops  only 
the  fourth  resoim^e.  Pessimists  declared  that  in  their 
wheat  fields  the  farmers  reaped  only  f oiu*  times  the  seed 
that  they  sowed.  In  later  centuries,  especially  from  the 
second  century  a.d.  onward,  conditions  became  still 

1  JttBtuB  von  liebic,  Die  Chemie  in  ihrer  Anwendung  auf  Acrioultur  und  Phyti- 
ologie.  Ote  auflace,  1876.  pp.  51  ff.  For  this  referenoe  and  othen  I  am  indebted  to 
PtofeMor  Taussig. 

«  V.  G.  Simkhovitch.  "  Rome's  Fall  Reoonsidered,"  Politieal  Sdenoe  Quarterly, 
June.  1916. 
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worse.  Many  faru  ^Vere  utterly  abandoned,  the  land 
was  concentrated  in  the  hands  of  a  comparatively  few 
large  proprietors.  The  tenants  fell  into  chronic  debt 
and  were  little  better  than  slaves.  So  eager  were  many 
of  them  to  escape  from  the  thraldom  in  which  their 
poverty  kept  them  that  they  flocked  to  the  cities,  until 
laws  were  passed  which  bound  them  to  the  soil  as  serfs. 
All  these  and  many  other  evil  consequences  appear  to 
have  flowed  from  a  widespread  decline  in  agricultiure, 
which,  tho  alleviated  at  times,  grew  worse  and  worse 
until  Rome  finally  fell. 

The  difference  between  Roman  agriculture  in  early 
and  in  later  times  has  given  rise  to  a  warm  debate.  One 
side  is  represented  by  Dumeau  de  la  Malle.^  As  he 
put  it:  ''A  vicious  system  of  agriculture,  a  biennial 
rotation,  the  ignorance  of  the  methods  of  alternation  of 
crops,  the  too  frequent  rotation  of  wheat  on  the  same 
land,  the  insufficient  and  poor  preparation  of  manure, 
the  slight  extent  of  artificial  grasslands,  the  small 
number  of  animals  supported  on  cultivated  crops,  the 
imperfection  of  the  methods  and  instruments  of  culture, 
the  vicious  practice  of  burning  the  straw  in  place  of  con- 
verting it  into  manure  —  these  and  a  hundred  other 
deadly  practices  which  it  would  be  too  long  to  eniuner- 
ate  form  the  conflicting  but  true  picture  which  Greek 
and  Roman  agricultmre  on  the  whole  present  to  us.'' 
Rodbertus  *  strongly  contested  this  view.  He  attempted 
to  show  that  the  Romans  had  a  most  admirable  system 
of  agriculture,  being  familiar  with  the  rotation  of  crops 
and  the  use  of  fertilizers,  and  that  more  labor  was 
expended  per  acre  than  is  now  spent  on  the  best  fields 
of  Germany.    That  there  was  agricultural  decline  he 

1  Quoted  by  Bodbvtiis  in  tlie  papw  cited  beknr. 

*  Rodbertos,  "Zur  Geaohiohte   der  agnriMheik  Entwieklung  RomB  unter  d«n 
JahrbQebar  fOr  Nat.  0«k.,  Td.  tt,  (1864)  pp.  213-19. 
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admitted,  but  he  ascribed  it  to  social  causes.  In  the 
writings  of  such  men  as  Varro,  Cato,  Pliny,  and  Col- 
umella he  accepts  the  parts  which  indicate  that  the 
science  of  agriculture  was  highly  developed,  but  says 
that  other  portions  must  be  taken  ''  cmn  grano  sallis/' 
He  thinks  the  Latin  writers  have  been  misunderstood 
or  that  their  statements  can  be  explained  by  other  cir- 
ciunstances.  For  instance,  he  supposes  that  when  Rome 
was  able  to  reach  out  and  obtain  grain  from  other 
lands  the  Italian  farmers  turned  their  attention  to 
vineyards,  olive  orchards,  and  cattle  raising,  and  only 
the  worst  fields  in  Italy  were  devoted  to  wheat.  Hence 
it  was  not  surprising  iJiat  the  farmers  reaped  only  four 
times  what  they  had  sowed. 

Professor  Simkhovitch  ably  shows  that  these  two 
views  are  not  really  contradictory.  The  picture  painted 
by  Rodbertus  indicates  the  condition  in  the  early  days, 
when  Rome  was  in  her  prime.  The  other  presents  the 
conditions  of  later  times.  Simkhovitch  ascribes  the 
difference  to  exhaustion  of  the  soil.  Such  exhaustion, 
as  he  says,  is  not  a  necessary  consequence  of  wrong 
cultivation,  but  arises  only  when  unwise  methods  are 
pursued.  As  Van  Hise^  points  out,  the  most  crucial 
element  in  the  exhaustion  of  the  soil  is  the  depletion  of 
the  phosphorus,  which  can  be  prevented  only  by 
abundant  fertilization. 

The  idea  that  such  depletion  plays  an  important  part 
in  the  decline  of  nations  finds  frequent  expression. 
Fetter,'  for  example,  expresses  a  not  unconunon  view 
when  he  says  that  in  Asia  '^  the  effects  of  bad  hus- 
bandry'' have  caused  'Mands  that  once  supported 
millions  of  people,  perhaps  tens  of  millions ''  to  become 

>  C.  R.  Van  Him.  TIm  CooMrration  of  Nfttund  Rmootom  in  the  United  Stetea. 
19U,  pp.  822  and  888. 


«  r.  A.  r«tter.  Boanamie  Mndptat.  1915,  p.  44A. 
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deserts.  He  even  goes  so  far  as  to  imply  that  the  decline 
of  Egypt  as  well  as  of  Rome  was  due  largely  to  this 
cause.  No  one,  however,  has  stated  this  view  more 
authoritatively  than  liebig. 

The  opponents  of  liebig's  hypothesis  fall  into  two 
classes:  these  who,  like  Rodbertus,  ascribe  the  fall  of 
Rome  to  social  and  political  causes,  and  those  who 
believe  that  altho  it  was  due  to  physical  causes,  exhaus- 
tion of  the  soil  was  only  a  minor  factor.  One  of  the 
first  to  e3q)ound  this  latter  view  was  Conrad.^  He  was 
ready  perhaps  to  accept  liebig's  statement  that  ''  the 
productivity  of  the  soil  alone  has  caused  the  rise  and 
fall  of  nations,  and,  in  a  word  has  made  history,"  but 
not  as  it  was  meant.  Speaking  of  Mesopotamia  and  the 
accounts  given  by  Herodotus  and  Pliny  of  the  marvel- 
ous grain  crops  in  ancient  times  compared  with  the 
present  sterility  of  the  country,  he  says:  '^  If  we  put 
with  this  fact  the  observation  of  Herodotus  that  the 
climate  of  Assyria  was  too  moist  for  vineyards,  one  is 
led  to  the  conclusion  that  a  decrease  of  precipitation 
has  taken  place,  that  the  present  water  supply  and  the 
present  aridity  did  not  prevail  in  antiquity  —  a  con- 
clusion which  alone  is  enough  to  explain  the  present 
desert  condition  of  the  country.''  He  also  showed 
that  there  is  similar  evidence  of  a  diminution  of  the 
water  supply  in  Greece  and  elsewhere,  while  he  thought 
that  in  Italy  volcanic  disasters  and  deforestation  were 
great  factors  in  causing  historic  decay. 

In  the  half  century  since  Conrad  challenged  Liebig's 
interpretation,  otir  knowledge  of  the  climate  of  the  past 
has  increased.  Today  there  is  a  large  body  of  evidence 
which  seems  to  indicate  that  climatic  changes  have 
occurred  during  the  last  two  or  three  thousand  years, 
and  that  they  may  have  caused  many  of  the  results 

>  J.  Coand.  IMigTs  Aaridit  Ton  der  BodeBenehflpfonc.  J«Bft.  1M4. 
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which  liebig  and  Simkhovitch  have  ascribed  to  exhaua- 
tion  of  the  soil.  The  fact  of  a  ruinous  decline  of  agri- 
culture not  only  in  Italy,  but  in  many  other  lands,  can 
scarcely  be  denied.  Its  consequences  were  clearly 
disastrous.  If  climatic  changes  may  have  been  respon- 
sible for  the  decline,  it  is  well  to  discuss  the  general 
problem  of  changes  of  climate  before  proceeding  to  a 
consideration  of  Rome  specifically. 

II 

Four  chief  climatic  hypotheses  have  held  the  field. 
Their  key  words  are  (1)  uniformity,  (2)  local  changes, 
(3)  progressive  world-wide  change  in  one  direction, 
and  (4)  pulsatory  or  irregular  changes  sometimes  in  one 
direction  and  sometimes  in  another. 

The  evidence  as  to  the  climate  of  the  past  is  primarily 
geological,  even  tho  we  are  dealing  with  historical  times. 
Ruins  are  to  all  intents  and  purposes  fossils,  while 
alluvial  deposits,  river  terraces,  old  lake  strands,  the 
amount  of  salt  in  enclosed  lakes,  and  the  character  of 
extinct  vegetation  and  animals  all  belong  primarily  in 
the  field  of  geology.  Hence  geologists  are  the  men  best 
fitted  to  weigh  the  evidence  and  to  decide  as  to  the 
climate  of  the  past.  The  general  attitude  of  the  Ameri- 
can geologists  who  have  specialized  in  climatic  studies 
may  be  judged  from  the  following  quotation  from  a 
letter  written  by  Dr.  W.  D.  Matthew  in  response  to  a 
series  of  questions  sent  out  by  the  author:  ''As  a 
geologist,  accustomed  to  the  concept  of  a  changing 
earth,  which  must  needs  involve  climatic  changes,  I 
should  demand  proof  before  I  would  admit  that  there 
had  been  no  change  within  two  thousand  years.  Such 
evidence  as  I  knpw  of  points  to  considerable  changes  at 
various  localities  within  the  past  few  thousand  years.'' 
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Altho  geologiBts  have  abandoned  the  old  idea  of 
clunatic  uniformity,  students  in  other  lines  are  less 
completely  in  accord.  Accordingly,  let  us  examine  the 
four  hypotheses  and  see  how  they  appeal  to  various 
kinds  of  students.  The  hypothesis  of  climatic  uniform- 
ity is  still  held  by  a  small  minority  of  meteorologists. 
Their  strongest  argument  is  that  altho  the  meteoro- 
logical records  of  the  past  one  hundred  years  show  a 
constant  recurrence  of  short  cycles,  they  do  not  show  any 
progressive  change  in  one  direction.  Omitting  rainfall 
records,  which  all  admit  to  be  too  unreliable  for  accu- 
rate conclusions,  they  pin  their  faith  to  temperatxure. 
They  forget  that  accordmg  to  the  best  authorities  on  the 
glacial  period  the  mean  temperature  of  the  earth  at  that 
time  was  possibly  only  10^  F.  lower  than  at  present,  and 
certainly  not  more  than  IS''  or  20^.  As  the  last  glacial 
period  almost  certainly  culminated  at  least  20,000 
years  ago,  and  perhaps  much  more,  the  average  change 
of  temperatiure  from  that  time  to  this  cannot  have 
exceeded  a  tenth  of  a  degree  per  century.  Early 
meteorological  records  are  too  few  and  inaccurate  to 
permit  us  to  detect  a  change  of  even  half  a  degree  in 
a  century.  Hence  it  seems  scarcely  allowable  to  use 
them  as  an  argument  in  favor  of  a  climatic  uniformity, 
which  geologists  almost  unanimously  reject. 

Among  historians  another  type  of  argument  is  fre- 
quently advanced.  They  admit  that  the  ruins  of  west- 
em  Asia  and  northern  Africa,  the  depopulation  of  the 
lands  around  the  Mediterranean  Sea,  and  the  decline  in 
agriculture  and  commerce  in  that  region  aU  look  as  tho 
they  were  the  result  of  climatic  changes.  But  appear- 
ances, they  say,  are  deceptive.  Aiisgovemment,  pesti- 
lence, war,  and  the  inevitable  decay  of  an  old  civilization 
are  the  causes  of  these  signs  of  decay.  The  value  of  this 
argument  may  be  judged  from  the  words  of  Professor 
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Simkhovitch.^  *^  The  steady  shrinkage  of  population 
in  the  ancient  world  did  not  follow,  curiously  enough,  in 
the  wake  of  its  bloodiest  wars,  but  in  times  of  complete 
peace.  The  fearful  losses  of  Rome's  greatest  wars  on 
the  other  hand,  losses  for  instance  occasioned  by  the 
Punic  Wars,  were  rapidly  made  up,  and  in  spite  of 
further  wars  the  population  was  steadily  increasing. 
The  same  was  true  of  the  temporary  decrease  of  popu- 
lation occasioned  by  a  plague.  Different  was  the  situ- 
ation in  the  period  imder  discussion  [that  is,  the  period 
of  the  steady  decline  of  Rome].  Losses  occasioned  by 
war  and  plagues  were  never  made  up,  and  during  the 
longest  and  profoundest  peace  that  Rome  ever  enjoyed 
the  Roman  population  was  steadily  shrinking  and  its 
national  strength  steadily  melting  away." 

One  of  the  most  forceful  arguments  in  favor  of  climatic 
uniformity  is  the  imdeniable  fact  that  in  ancient  times 
people  suffered  severely  from  aridity.  The  seven  years' 
famine  in  Egypt  dining  the  days  of  Joseph  is  only  one 
among  hundreds  of  cases  where  ancient  historical 
records  prove  that  great  distress  arose  from  temporary 
failure  of  the  crops  for  lack  of  water.  To  prove  that 
people  suffer  from  drought,  however,  proves  nothing 
as  to  the  average  rainfall.  C!ountries  with  an  average  of 
fifteen  inches  of  rain  per  year  suffer  from  famine  if  the 
rainfall  is  reduced  to  ten  inches  for  a  few  years.  In  the 
same  country  a  rainfall  of  twenty  inches  per  year  would 
cause  famine  if  the  average  were  thirty  inches.  Such 
a  famine  would  be  worse  than  the  one  caused  by  ten 
inches,  for  more  people  would  live  in  the  country  when 
the  rainfall  was  larger,  and  the  suffering  would  be  cor- 
respondingly greater.  Hence  altho  the  argument  from 
famine  proves  unmistakably  that  there  was  less  rain  at 

I  V.  O.  SimkhoTitoh,  "Rome's  FaU  Bsoonaidand,''  PoUtkwl  Soiflooe  Quwtarir. 
p.  23M,  JuM,  1916. 
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a  certain  time  than  at  some  preceding  time,  it  sheds 
little  light  on  the  relative  amount  of  rain  two  thousand 
years  ago  and  now. 

Another  argument  in  favor  of  climatic  imiformity  is 
the  Roman  water  works  in  S3rria,  North  Africa,  and 
elsewhere.  Would  the  Romans  ever  have  gone  to  such 
labor  if  they  had  not  felt  the  pinch  of  aridity  ?  Look 
at  the  tunnels  of  Eharga,  the  reservoirs  of  Cyrene,  and 
a  hundred  similar  works.  Do  they  not  prove  that  water 
was  so  scarce  that  every  drop  had  to  be  hoarded  7  One 
can  only  answer  that  unquestionably  water  was  scarce, 
but  the  case  is  like  that  of  famines.  Water  may  be 
scarce  with  a  rainfall  of  ten  inches  or  thirty.  It  all 
depends  on  how  many  people  there  are. 

Let  us  examine  two  specific  cases:  Cyrene  in  North 
Africa,  and  Ilandarin  in  Syria.  Professor  J.  W.  Gregory 
has  made  a  careful  study  of  the  water  supply  available 
at  Cyrene  both  from  the  springs  and  the  reservoirs.  He 
thinks  that  in  that  dry  climate  the  minimum  allowance 
per  day  for  each  inhabitant  is  eight  or  ten  gallons,  for 
this  would  have  to  suffice  not  only  for  household  piu*- 
poses,  but  for  cattle  and  flocks,  and  for  the  irrigation  of 
gardens.  Hence  he  concludes  that  Cyrene  can  never 
have  had  more  than  about  25,000  inhabitants,  for  he 
does  not  admit  that  the  climate  may  have  changed. 
The  ruins,  however,  are  of  great  size  and  magnificence, 
and  suggest  a  population  far  in  excess  of  25,000.  Dr. 
D.  G.  Hogarth,  who  is  one  of  the  best  authorities  on 
such  matters,  states  that  there  is  ^'  surprisingly  good '' 
authority  that  Cyrene  had  at  least  100,000  inhabitants.^ 
This  case  is  typical  of  scores.  The  natural  interpretar 
tion  is  that  the  water  supply  was  once  more  abundant 
than  now.  If  it  be  assumed  that  there  has  been  no 
change  of  climate,  we  must  also  assmne  that  the  his- 

*  J.  W.  Gntory,  Cjnoaam,  Geognphioal  Jounial,  vol.  47.  p.  821,  London,  1016. 
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torical  and  archeological  evidence  as  to  the  importance 
of  such  places  is  misleading. 

Ilandarin  is  a  striking  ruin  on  the  borders  of  the 
Syrian  Desert  fifty  miles  northeast  of  Homs.  Accord- 
ing to  Professor  H.  C.  Butler^  the  nearest  water  is  now 
two  hours  away  to  the  west.^  Yet  once  Ilandarin  was  a 
large  city,  walled  and  containing  at  least  ten  churches 
whose  ruins  are  still  visible.  like  other  Roman  towns 
it  had  its  water  works.  A  great  reservoir  stood  at  one 
end  of  the  town,  while  near  the  center  was  a  large  bath 
located  higher  than  the  reservoir  and  therefore  drawing 
its  water  from  some  other  soim^e.  The  city  covered  an 
area  about  a  mile  square.  Its  population,  according  to 
Professor  Butler,  must  have  been  at  least  20,000  and 
ntiay  have  been  100,000.  Its  case  is  like  that  of  Cyrene, 
only  far  worse  —  today  water  enough  for  not  a  single 
inhabitant,  formerly  enough  for  tens  of  thousands  and 
for  a  wasteful  institution  like  a  Roman  bath. 

In  order  to  reconcile  such  facts  with  the  hypothesis  of 
climatic  uniformity,  it  is  necessary  to  suppose  that 
earthquakes  may  have  diverted  underground  waters, 
or  that  there  were  formerly  tunnels  of  great  magnitude 
which  have  fallen  into  ruin  and  whose  location  is  no 
longer  known.  If  Ilandarin  were  the  only  case  of  the 
kind,  such  reasoning  might  carry  weight.  But  it  is 
literally  only  one  among  thousands  scattered  from 
Mongolia  to  Gibraltar,  and  from  Texas  to  Arizona  and 
Sonora.  If  ancient  water  supplies  have  been  diverted 
from  all  these  places,  there  ought  to  be  great  niunbers 
of  cases  where  the  water  is  found  in  some  new  location 
not  far  away.  But  I  know  of  no  case  where  supporters 
of  the  hjrpothesis  of  climatic  imiformity  have  even 
attempted  to  point  out  what  has  become  of  the  water 

>  For  A  full  Btatement  of  Profeesor  Butler's  views  tee  "  Psleetiiie  and  its  Trmas- 
fonuAtion/'  BostOD,  1911,  p.  201. 
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in  any  specific  instance.  Moreover^  when  the  old 
aqueducts  are  dilig^itly  searched  out  and  repaired,  as 
at  the  oases  of  Eharga  in  the  Libyan  Desert  and 
Palmyra  in  the  Syrian  Desert,  the  water  that  is  forth- 
coming appears  always  to  be  utterly  inadequate  to  the 
sise  of  the  ruins  and  to  the  labor  spent  on  the  ancient 
water  works.  Hence  the  logical  conclusion  seems  to  be 
that  in  late  Roman  times  there  was  not  indeed  as  much 
water  as  the  inhabitants  wanted,  but  much  more  than 
at  present. 

The  chief  bulwark  of  the  hypothesis  of  climatic  uni- 
formity is  the  evidence  of  vegetation.  Again  and  again 
we  are  told  the  classical  writings  furnish  abundant  evi- 
dence that  in  the  past  the  crops  of  a  given  country  were 
in  general  the  same  as  at  present.  Ignoring  such  plants 
as  the  famous  medicinal  herb  known  as  sylphion,  which 
once  grew  abundantly  in  North  Africa,  but  has  now 
completely  disappeared,  believers  in  clintiatic  imiform- 
ity  dwell  on  the  vine  and  the  palm.  These  two  plants 
grow  in  areas  which  are  almost  mutually  exclusive. 
Only  in  a  narrow  strip  will  both  flourish  together.  This 
strip  includes  Palestine  today,  and  included  that  coim- 
try  in  classical  times.  A  change  of  2^  or  3^  F.  in  mean 
temperature  would  exclude  the  palm  if  the  temperature 
were  lower  and  the  vine  if  it  were  warmer.  Therefore, 
there  has  been  no  change  of  clin[iate.  This  argument 
has  seemed  conclusive  to  many  people,  but  it  ignores 
two  essential  points.  In  the  first  place,  in  subtropical 
legions  with  winter  rains  and  dry  summers  the  crops 
are  essentially  the  same  whether  the  rainfall  is  fifteen 
inches  or  thirty.  If  there  is  doubt  of  this,  compare  the 
gardens  and  fields  of  Damascus  with  those  of  the  western 
side  of  the  Lebanon  Moimtains  where  the  rainfall  is  at 
least  twice  as  great.  In  Greece  the  rainfall  on  the  west 
coast  is  twice  as  great  as  in  Attica,  but  irrigated  areas 
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in  Attica  raise  everything  that  is  raised  on  the  west 
coast.  Therefore^  the  fact  that  the  crops  today  are 
essentially  the  same  as  those  of  the  past  does  not  show 
whether  the  rainfall  has  increased  or  diminished.  In  the 
second  place,  the  argument  as  to  uniformity  on  the 
basis  of  vegetation  ignores  the  conclusions  of  geologists. 
To  the  lajrman  it  may  seem  scarcely  credible  that  a 
change  of  only  10*  or  20**  F.  could  shroud  eastern  North 
America  in  ice  as  far  south  as  the  Ohio  River;  but  we 
must  accept  the  decision  of  the  specialists.  If  the  climate 
two  thousand  years  ago  differed  from  that  of  the  present 
one-tenth  as  much  as  today's  climate  differs  from  that 
of  the  glacial  period,  the  fact  would  be  of  the  utmost 
significance;  yet  it  would  involve  a  change  of  mean 
temperatiure  amounting  to  less  than  2*  F.  This  would 
not  exclude  either  the  vine  or  the  palm  from  Palestinoi 
and  would  not  be  appreciable  in  such  rough  records  of 
agriculture  as  have  come  down  from  classical  times. 

Taken  all  in  all  the  hjrpothesis  of  climatic  uniform- 
ity does  not  seem  to  be  well  groimded.  It  is  directly 
opposed  to  the  conclusions  of  geologists.  The  argu- 
ments in  its  favor,  so  far  as  they  are  based  on  tempen^ 
ture,  are  inconclusive  because  whatever  change  of 
temperature  has  occurred  appears  to  be  very  slight. 
The  arguments  based  on  ruins  are  also  inconclusive, 
because  they  depend  merely  upon  the  assumption  that 
something  may  have  happened  to  destroy  the  water 
supply;  they  offer  no  proof  as  to  what  has  happened. 
The  evidence  afforded  by  famines  and  ancient  water- 
works fails  like  the  other  evidence  in  proving  climatic 
uniformity.  It  proves  that  in  the  past  some  periods 
have  been  drier  than  others,  but  it  does  not  prove  that 
the  average  conditions  then  were  the  same  as  now. 

If  the  preceding  discussion  is  sound,  we  must  conclude 
that  climatic  changes  have  taken  place  during  historic 
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timeB.  The  next  step  is  to  choose  among  the  three 
tyi)e8  of  change,  namely,  local  changes,  a  progressive  or 
steady  change  in  one  direction,  and  pulsatory  irregular 
changes.  Local  climatic  changes  have  often  been  sup- 
posed to  be  due  to  himian  activities,  such  as  the  cutting 
of  forests,  the  opening  up  of  a  country  to  agriculture, 
the  introduction  of  irrigation.  Geographers,  geologists, 
and  meteorologists,  however,  are  now  practically 
unanimous  in  believing  that  such  actions  produce  only 
slight  climatic  effects.  In  spite  of  innimierable  state- 
ments to  the  contrary,  it  seems  almost  certain  that 
northern  China,  for  example,  does  not  owe  its  imf avor- 
able  climate  to  the  cutting  down  of  trees,  but  owes  the 
absence  of  trees  to  the  dry  clin[iate.  The  wholesale 
destruction  of  forests  may  work  havoc  if  the  ground  is 
swept  bare  by  fires  and  the  soil  is  washed  away,  but 
this  does  not  appreciably  change  the  rainfall.  Unwise 
agriculture  or  excessive  pasturage  of  sheep  and  goats 
may  allow  the  soil  to  be  washed  away  from  the  hills,  but 
this  again  does  not  appreciably  change  the  rainfall, 
altho  it  greatly  alters  the  habits  of  the  rivers  and  springs. 
The  hypothesis  of  a  progressive  and  world-wide 
climatic  change  in  one  direction  has  also  been  practically 
abandoned  by  geographers.^     The  almost  universal 

1  This  statement  is  based  partly  on  the  fact  that  durinc  the  past  ten  years  even 
BSflh  defendeis  of  the  hsrpothesis  of  progressiTe  climatic  changes  as  Kropotkin  have 
modified  their  views  in  the  direction  of  irrecolar  or  pulsatory  changes.  (Bee  Geographi- 
oal  Journal,  voL  43,  p.  451,  London,  1914.)  It  is  also  based  on  the  answers  to  a  series 
of  qvestioDS  recently  sent  out  by  the  writer  to  the  members  of  the  Association  of  Ameii- 
can  Oeographen,  to  a  list  of  geologists  selected  by  PtofesBor  Joseph  Barrell,  to  the 
CSmatie  Committee  of  the  Eoological  Society  of  America,  and  to  a  few  meteorologists 
not  jnchided  among  the  geogr^>hers.  Among  those  from  whom  replies  have  thus  far 
been  received  only  three  believe  unequiToeally  in  climatic  uniformity  during  historic 
times.  Only  one  thinks  that  changes  have  occurred  mainly  through  human  actions, 
ahho  a  oonsidBrable  number  believe  that  these  have  been  of  subsidiary  importance. 
Three  aeeept  the  idea  of  a  change  which  progresses  steadily  in  one  direction.  The 
lenalBdor.  forty^nine  in  number,  believe  that  during  the  past  two  or  three  thousand 
yesw  dimatie  changes  have  taken  place  on  a  scale  greater  than  during  the  past  century. 
Pkastleally  aD  of  the  forty-nine  hold  that  while  there  have  been  irregular  or  pulsatory 
<iisiiiM.  the  gansnl  teodeaqr  has  been  toward  greater  aridity  in  the  Mediterranean 
eoontries  and  otoernnilar  rcgionsa 
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opinion  of  geologists,  as  we  have  seen,  is  opposed  to  the 
idea  of  any  long  steady  change  in  one  direction.  Of 
course,  the  net  result  of  the  20,000  to  30,000  years  since 
the  Glacial  Period  has  been  a  change  in  one  direction, 
but  this  change  appears  by  no  means  to  have  taken  place 
regularly.  In  the  same  way,  during  the  historic  period 
there  appear  to  have  been  sinodlar  irregularities,  altho 
the  general  tendency  has  been  toward  less  favorable 
rainfall  in  southern  Italy  and  the  other  lands  around 
the  Mediterranean.  Elsewhere,  for  example  on  the 
southern  border  of  the  subtropical  desert  belt,  the 
change  ntiay  have  been  in  the  opposite  direction;  but 
that  does  not  now  concern  us. 

Ill 

If  pulsatory  clin[iatic  changes  have  taken  place,  they 
ntiay  have  been  of  such  widespread  historical  impoiv 
tance  that  it  is  worth  while  to  consider  the  evidence  in 
regard  to  them.  When  the  clin[iatic  facts  of  historic 
times  are  carefully  sifted,  certain  epochs  present  evi- 
dence indicating  a  change  in  one  direction,  while  other 
epochs  indicate  the  contrary.  For  example,  the  some- 
what vague  accounts  of  the  Caspian  Sea  before  the  time 
of  Christ  seem  to  be  much  more  intelligible  if  the  lake 
stood  about  150  feet  higher  than  now,  so  that  it  almost 
coalesced  with  the  Sea  of  Aral.  Strabo,  writing  about 
20  A.D.,  gives  data  as  to  the  distance  from  the  mouth  of 
the  Phasis  River  in  the  Black  Sea  to  that  of  the  Cyrus 
in  the  Caspian,  as  to  the  size  of  the  sandy  plain  on  the 
west  coast  of  the  Caspian,  and  as  to  other  features. 
From  his  figures,  Ehanikof  estimates  that  at  that  time 
the  sea  stood  about  eighty-five  feet  higher  than  now.^ 

I  Humboldt's  Aiie  Centnle  is  pwhapt  the  srwtwt  tooroe  of  iafonnfttaon  on  this 
subjoot.  For  a  summaiy  of  his  results  see  Hie  Pulse  of  Asis,  by  the  present  writer, 
pp.  827  ff.,  Boston,  1907. 
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Six  or  seven  centuries  after  Christ  the  lake  had  fallen 
to  a  level  fifteen  feet  or  more  below  that  of  today,  as  is 
proved  by  the  presence  of  old  walls  submerged  b^ieath 
the  water  on  both  the  east  and  west  coasts.  By  the 
tenth  century,  however,  the  water  had  apparently 
risen  at  least  twenty-nine  feet  above  the  present  level, 
and  later  it  rose  still  higher.  The  Arab  geographer 
Istakhri,  for  instance,  says  that  in  his  day,  about 
920  A.D.,  the  water  rose  to  the  sixth  tower  of  the  wall  at 
Derbent;  and  as  that  tower  can  still  be  identified,  we 
have  an  exact  determination  of  the  lake  level.^  A 
ruined  caravanserai  at  Baku  stands  in  water  fifteen  feet 
deep,  and  appears  to  indicate  that  about  the  twelfth  or 
thirteenth  century  the  lake  again  stood  at  a  low  level. 
Still  later,  in  the  early  fourteenth  century.  Sheikh  Sefi- 
Eddin  tells  us  that  the  lake  rose  to  a  certain  holy  grave 
which  now  lies  thirtynseven  feet  above  the  present 
datum  level.  This  last  change  of  level  was  possibly  due 
in  part  to  variations  in  the  course  of  the  Oxus  River. 
The  drowning  of  the  "  Dragon  Town "  in  Chinese 
Turkestan,  however,  by  the  rising  of  the  waters  of  Lop- 
Nor,  indicates  excessive  rain  at  this  very  time  in  Central 
Asia.'  The  occurrence,  between  1290  and  1450  a.d.,  of 
the  five  coldest  winters  on  record,  if  we  may  judge  by 
the  freezing  of  the  Baltic  Sea,  proves  that  this  was  also 
a  time  of  peculiar  clin[iatic  severity  in  northwestern 
Europe.'  Moreover,  the  Dead  Sea  and  certain  lakes, 
such  as  Gy5ljuk  in  Ttu*kish  Armenia  and  Seistan  in 
Persia,  are  known  to  have  fluctuated  in  the  same  way 
as  the  Caspian  Sea,  and  at  approximately  the  same  time, 
so  that  the  clin[iate  must  have  varied  from  century  to 
century. 

>  See  B.  BrnoiaMr,  KEmMehwankungen  edt  1700,  ^enns,  1800. 
*  See  The  Poke  ol  Aaia.  pp.  287.  844. 

>  A.  Nosland,  Biniie  Bennerlnrnten  aber  dae  KlimA  der  hiftorieehen  Zdt.  Lmub 
UiiiT.  Amkiift,  N.  F.    Abd.  1.  Bd.  10;  No.  7. 1014. 
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In  America  similar  climatic  fluctuations  appear  to 
have  occurred  during  the  same  period.  For  example, 
geologjists  and  engineers  calculate  that  the  amount 
of  salt  in  the  water  of  Searles  Lake  in  southeastern 
California  gives  almost  certain  evidence  that  the 
lake  must  have  overflowed  and  been  fresh  only  two 
thousand  or  three  thousand  years  ago.  This  it 
could  only  do  by  standing  about  180  feet  above 
the  present  level  and  expanding  to  two  and  a  half 
times  the  present  size.  Old  beaches  and  other  deposits 
prove  that  during  the  two  or  three  thousand  years  since 
the  lake  overflowed  the  level  has  in  general  fallen,  but 
has  fluctuated,  sometimes  falling  rapidly,  and  again 
rising.  The  dates  of  these  fluctuations  can  be  deter- 
mined from  the  growth  of  the  giant  sequoia  trees  fifty 
nules  away  on  the  other  side  of  the  Sierras.  In  a  climate 
such  as  that  of  southern  California  having  a  long  dry 
summer,  the  thickness  of  the  woody  rings  furnishes  an 
approximate  record  of  the  rainfall.  This  record,  as 
read  from  450  sequoia  stiunps,  agrees  in  general  with 
the  pulsations  of  climate  inferred  in  Asia.  Thus  in  the 
parts  of  both  the  Old  and  the  New  World  having  the 
Mediterranean  type  of  climate  there  is  evidence  of  the 
same  kind  of  irregular  changes. 

A  single  concrete  example  will  illustrate  some  of  the 
ways  in  which  such  changes  may  have  influenced  the 
drier  regions  of  the  Roman  Empire.  About  the  time 
of  Christ  the  oasis  of  Palmyra  in  the  Syrian  Desert  was 
famous  for  the  sweetness,  purity,  and  abundance  of  its 
waters.  Today  no  one  in  his  right  mind  would  praise 
it  for  any  of  these  quahties.  The  brackish  water 
smells  strongly  of  sulphur,  and  the  natives  are  always 
disturbed  by  its  scarcity.  The  gardens,  tho  pleasant  in 
themselves,  seem  sadly  forlorn  and  insignificant  in  their 
setting  of  vast  ruins.    In  its  prime  Palmyra  covered  at 
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least  as  much  ground  as  modem  Damascus,  and  prob- 
ably had  150,000  mhabitants.  Today  it  has  only  1500 
at  the  most.  The  city  reached  its  greatest  prosperity 
in  the  third  centiuy  of  our  era,  when  the  water  supply 
was  apparently  diminishing  rapidly.  This  is  what 
might  be  expected  according  to  the  climatic  hypothesis. 
Written  records  and  ruins  show  that  important  roads 
once  crossed  the  Syrian  Desert  from  Petra  in  the  south 
and  from  the  western  Bosra  in  the  latitude  of  the  Sea  of 
Galilee.  These  roads  are  today  impractical  for  caxa- 
vans  because  of  the  absence  of  water  and  grass.  They 
api)ear  to  have  been  finally  abandoned  in  the  second 
century  because  of  increasing  aridity.  This  naturally 
threw  all  the  trade  between  Egypt,  Syria,  and  Damas- 
cus on  the  one  hand,  and  Mesopotamia  and  Persia  on 
the  other,  to  the  route  through  Palmyra,  and  thus 
greatly  stimulated  that  city.  By  the  seventh  century, 
however,  when  the  Mediterranean  lands  and  western 
Asia  apparently  became  more  arid  than  at  any  other 
known  period.  Palmyra  was  practically  abandoned.  In 
the  tenth  century,  when  the  water  supply  for  a  while 
became  more  abimdant,  it  enjoyed  a  partial  recovery, 
only  to  decay  once  more  during  the  next  dry  epoch. 
Today  the  water  supply  varies  directly  in  harmony 
with  the  rainfall  of  the  past  few  years,  and  the  size  of 
the  village  changes  correspondingly. 

Before  applying  our  climatic  hypothesis  to  the  fall  of 
Rome,  let  us  gain  a  clearer  idea  of  the  precise  changes 
that  have  probably  taken  place  in  Italy.  It  does  not  seem 
that  at  any  time  within  the  last  three  thousand  years  the 
countiy  had  a  climate  like  that  of  either  central  Europe 
or  northern  Africa.  At  all  times  the  general  character 
of  the  seasons  has  presumably  been  the  same  as  now. 
There  have  been  abundant  rains  in  winter  and  a 
diminished  rainfall  in  summer.    The  temperature,  as 
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already  pointed  out,  has  apparently  not  been  essentially 
different  from  what  it  is  today.  Tlie  change  appears  to 
have  been  primarily  in  storminess.  As  nearly  as  can  yet 
be  determined,  tho  the  winters  two  thousand  to  three 
thousand  years  ago  were  not  essentially  different  from 
those  of  today,  the  storms  may  have  been  more  nimi- 
erous  and  more  severe.  On  an  average  the  winds  were 
probably  stronger  than  at  present.  Therefore,  the  warm 
wave  which  precedes  a  winter  storm  was  warmer  than 
now,  and  the  cold  wave  which  follows  was  correspond- 
ingly colder.  Such  conditions  would  have  little  effect 
except  upon  the  sturdiness  of  the  people;  but  this,  as 
we  shall  see,  may  be  of  far-reaching  import. 

In  the  autumn,  and  especially  the  spring,  the  dif- 
ference between  the  past  and  present  was  apparently 
greater  than  in  the  winter.  In  the  autumn  the  stormy 
period  probably  began  somewhat  earlier  than  at  pres- 
ent, while  in  the  spring  it  lasted  later.  Judging  by 
present  conditions  in  years  which  go  to  one  extreme  or 
the  other,  the  greatest  difference  was  in  the  spring.  At 
that  time  not  only  were  the  storms  apparently  more 
severe  than  they  are  today,  but  they  continued  so  much 
later  in  the  season  that  the  total  spring  rainfall,  which 
is  the  most  essential  for  agriculture,  increased  in  a 
greater  ratio  than  did  the  rainfall  at  other  seasons. 
Finally,  the  summers  two  or  three  thousand  years  ago 
apparently  had  about  the  same  average  temperature  as 
today.  Then  as  now  they  were  decidedly  less  stormy 
than  the  spring.  Nevertheless,  in  summer,  as  well  as 
at  other  seasons,  the  storms  of  that  time  seem  to  have 
exceeded  those  of  the  present  both  in  nimiber  and  in 
severity.  Hence  while  the  summers  were  warm,  sunny, 
and  comparatively  dry,  they  seem  to  have  had  more 
rainfall  than  now  and  to  have  been  more  subject  to  the 
pleasant  changes  which  mitigate  the  effects  of  long 
steady  heat. 


Digitized  by  VjOOQIC 


CUMATIC  CHANGE  191 

There  has  been  so  much  misconception  about  this 
matter  that  it  is  necessary  to  emphasize  it.  Even  if 
there  have  been  important  changes  of  climate,  the 
succession  of  seasons  in  the  past  was  in  general  like  that 
of  today.  The  chief  difference  lay  (1)  in  somewhat 
more  abundant  rainfall  at  all  seasons  and  a  decidedly 
greater  abundance  in  the  spring,  and  (2)  in  greater 
variability,  which  would  be  of  chief  importance  in  warm 
weather.  This  variability  apparently  caused  the  past 
climate  to  have  more  than  now  of  the  stimulating  qual- 
ity which  today  differentiates  such  a  clin[iate  as  that  of 
Germany,  En^and,  or  the  northeastern  United  States 
from  that  of  such  countries  as  Greece  or  Spain.  In 
general  the  climate  of  Italy,  from  Rome  southward  — 
the  part  of  the  country  with  which  we  are  mainly  con- 
cerned in  classical  times  —  resembled  that  which  now 
prevails  in  the  northern  part  of  the  country,  but  was 
probably  even  better  at  certain  periods. 

In  order  to  assign  to  clin[iatic  changes  their  due 
importance  in  history  it  is  necessary  to  understand  not 
only  the  nature  of  the  changes,  but  their  periodicity. 
This  can  best  be  done  by  means  of  diagrams  such 
as  I  have  published  in  my  book  Civilization  and 
Climate.  Figure  33  in  that  volimie  (p.  228)  shdws  the 
variations  in  the  rainfall  of  western  and  central  Asia  as 
inferred  from  ruins,  lakes,  famines,  old  roads,  and  other 
evidence  available  previous  to  1910.  The  solid  line 
shows  changes  of  climate  in  Califomia  on  the  basis  of 
the  growth  of  the  Big  Trees  measured  in  1911  and  1912. 
Later  studies  indicate  that  the  dotted  line  should  be 
modified  as  indicated  by  the  dashes  and  also  in  certain 
other  respects  —  for  example,  about  400  B.C.,  where  it 
should  rise  higher.  The  original  curve,  however,  is 
reproduced  in  order  to  show  the  resemblance  between 
the  conclusions  reached  in  two  continents  by  wholly 
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diverse  methods.  In  general,  the  two  lines  of  Figure  33 
indicate  that  approximately  the  same  changes  have 
taken  place  in  similar  climates  in  the  two  hemispheres. 
It  would  not  be  justifiable,  however,  to  assiune  com- 
plete similarity  in  all  the  details.  Moreover,  according 
to  conclusions  reached  simultaneously  and  indepen- 
dently by  Penck  in  Eiurope  and  by  the  writer  in 
America,  climatic  changes  seem  to  consist  of  a  shifting 
of  the  various  zones  first  toward  the  equator  and  then 
away  from  it.  Accordingly,  a  change  may  occur  in  one 
place  somewhat  later  than  in  another. 

Altho  the  results  presented  in  Civilization  and 
Climate  are  by  no  means  final  it  seems  allowable 
to  use  them  as  the  basis  of  a  study  of  the  fall  of 
Rome.  While  not  applying  directly  to  Italy,  the  curve 
of  the  Big  Trees  seems  to  show  the  main  trend  of 
events  in  that  country  as  well  as  in  California.^    Omit- 

>  It  may  Mem  at  finttuftht  that  Italy  and  Califoniia  insofar  apart  that  the  record 
ol  the  Big  Trees  eaniu>t  safely  be  applied  to  the  problem  of  thiB  paper.  Buoh,  however, 
is  not  the  oaae,  as  appears  from  three  lines  of  evidence:  (1)  The  growth  of  the  trees  is 
the  only  means  thus  far  available  for  aotually  measuring  the  effect  of  climate  srear  by 
year  throughout  the  historic  period.  Therefore  until  further  data  are  available  it  is 
our  beet  yardstick.  Recent  studies  of  the  relationship  between  present  variation  at 
atmospheric  pressure  or  temperature  in  widely  separated  parts  of  the  earth  make  it 
practically  certain  that  a  change  in  California  must  be  accompanied  by  a  change  in  the 
Mediterranean  region.  The  question  is  whether  the  changes  in  the  two  regions  are  of 
the  same  kind.  (2)  A  comparison  of  the  two  curves  of  Figure  33  in  Giviliaation  and 
Climate  shows  that  in  gmenl  similar  variations  have  taken  place  in  California 
and  western  Asia.  The  agreement  of  the  two  ourves  is  particularly  noticeable 
from  800  A.Jt.  to  the  present  time,  that  is,  during  the  period  when  the  data 
are  most  abundant.  Moreover,  since  the  Asiatic  curve  was  prepared,  in  1910,  a 
good  deal  of  new  evidence  has  beoome  available.  It  all  indicates  an  agreement 
between  the  Aaiatic  and  California  climates.  For  example,  the  explorations  of 
Stein  in  Central  Asia  indicate  that  the  second  century  b.c.  was  drier  than  ap- 
pears in  the  dotted  line  of  Figure  33.  The  statements  of  Herodotus,  on  the  other 
hand,  seem  uniformly  to  point  to  abundant  moisture  in  the  second  half  of  the  fifth 
century  b.c.,  thus  harmonising  with  the  tree  curve.  (3)  The  third  and  strongest 
reason  forthinking  that  tree  growth  in  California  may  be  used  as  a  measure  of  the 
rainfall  of  southern  Italy  is  the  fact  that  at  the  present  time  the  two  phenomena 
vary  in  harmony.  Let  us  confine  our  attention  to  the  months  from  March  to  July^ 
since  they  are  critical  for  agriculture  in  both  California  and  the  Mediterranean 
countries.  The  two  longest  rainfall  records  in  California,  those  of  San  Fkandsco 
and  San  Diego,  give  an  idea  of  the  main  climatic  fluctuations  in  southern  California 
since  1861.  Figures  are  available  for  a  comparison  of  these  fluctuations  with  the 
annual  growth  of  113  sequoia  trees  in  the  Sierra  Nevada  Mountains,  and  with  ths 
rainfall  at  Rome,  Naples,  and  Jerusalem  for  the  fifty-five  years  from  1851  to  1906. 
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ting  the  earlier  and  more  doubtful  centuries,  it  appears 
that  from  450  to  250  B.C.,  Italy  probably  enjoyed  a 
highly  favorable  climate.  During  the  next  fifty  years 
there  was  marked  deterioration.  Throughout  the 
second  century,  conditions  were  less  favorable  than 
before,  altho  on  the  whole  they  were  improving.   Even 

Tlw  method  of  oompujaon  is  to  arrmiice  tlw  yean  ol  each  reeord  in  order  aeoordtnc  to 
the  MiMnmt  of  rein  in  Calif onue.  The  yean  an  then  divided  into  the  four  groupa 
indieated  below,  and  the  ayera«eB  an  obtained.  In  oomputing  the  tne  growth  the 
•teiatea  for  the  three  yean  beginning  with  a  certain  condition  of  rainfall  have  been  naed 
in  one  eaee,  and  the  third  srear  after  a  given  rainfall  in  the  other.  This  is  beoanee  the 
growth  of  the  eeqnoiaa  depends  mon  upon  the  rainfall  of  preceding  yean  than  upon 
that  of  the  year  in  question. 

Oreupuof  7 man 
I.     7  yean  with  heaviest  rainfall  in  California,  ie.,  an  average  of  over  0.5  inohes. 
n.  18  yean  with  heavy  ndnfall  in  California,  i.  e.,  3.9  to  6.4  inches. 
m.  17  yean  with  light  rainfall  in  Gahfomia,  i.  e.,  2.7  to  3.8  inches. 
lY.  18  yean  with  least  rainfall  in  California,  L  e.,  leaa  than  2.7  inches. 
Tlw  average  rainfall  (columns  A  to  D)  and  the  average  growth  (oolumns  E  and  F) 
for  the  four  groups  an  as  follows: 

Awntf  Sain/att  Awrnff  Qnmlh  of  Tron 


Sannaaetaeo 

and  San  Diego 

Rome 

Naples 

Syean 

Third  year 

I.     S^in. 

10.7  in. 

11.5  in. 

7.0  in. 

3.02  mm. 

8.07  mm. 

n.     4.5  • 

10.8  ■ 

11.0  ■ 

6.3  • 

8.00     ■ 

8.04     • 

m.     8.4  • 

9.8  • 

9.2  • 

6.6   ■ 

2.98    « 

2.99     « 

IV.      1.9   ■ 

9.6  ■ 

8.6  ■ 

bSt  ■ 

2.92    • 

2.84     • 

Without  esoeption  all  the  eolumna  from  B  to  F  vary  in  harmony  with  the  California 
rainfall,  A.  At  Rome  the  agreement  with  California  is  less  marksd  than  at  Naples, 
while  at  Naples,  when  reckoned  in  pereentagea,  it  is  less  noticeable  than  at  Jerusalem. 
At  Palennot  however,  the  agreement  is  probably  at  least  as  marked  as  at  Jerusalem,  as 
mp^Msn  from  the  following  table  for  the  twenty-six  yean  for  which  rainfall  records  an 
available  at  the  time  of  writing. 

(1)  10  yean  with  average  rainfall  of  6.8  in  CaUfomia     Average  8.8  at  Palermo. 

(2)  8      ■       •  ■  ■        '8.6  •         ■  •       7.6  ■        • 
(8)8**          ■            ••2.4*         ■  ■6.2«« 

Tlw  Indian  Meteorological  Service  has  shown  that  in  winter  and  spring  storms  of 
a  eartain  type  pass  from  the  western  Mediterranean  across  Syria,  Mesopotamia  and 
Perna  to  northern  India.  This  tgrpe  of  storm  appean  to  increase  when  tiw  rainfall  is 
abundant  in  Calif omia  and  the  sequoia  tren  grow  npidly.  This  does  not  mean  that  a 
single  year  of  heavy  rainfall  in  Calif  omia  is  sun  to  be  accompanied  by  abundant  rain  in 
Italy  and  the  other  Meditemnean  lands.  It  does  mean,  however,  that  at  present  when 
any  eonriderable  group  of  yean  is  coosidered,  the  growth  of  the  sequoias  indicates  tlw 
general  conditaoiw  of  rainfall  in  those  countries.  Presumably  the  same  was  true  in  the 
past  So  far  as  can  be  Judged  from  the  growth  of  the  sequoias  and  from  the  other 
data  BOW  before  us,  it  appean  as  if  the  rainfall  of  southern  Italy  during  the  months 
from  March  to  Ju^y  at  the  time  of  Christ  may  have  been  from  60  to  100  per  cent 
an  at] 
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at  the  worst,  however,  they  were  distinctly  better  than 
today.  From  100  b.c.  to  50  a.d.  more  favorable  con- 
ditions ensued,  altho  not  equal  to  those  during  the 
pristine  days  of  the  Roman  Republic.  Next  came  a 
sudden  deterioration  so  that  the  second  century  of  our 
era  was  imf  avorable,  altho  possibly  not  so  much  so  as 
the  second  century  before  Christ.  After  a  slight 
recovery  at  the  end  of  the  second  century  and  the 
beginning  of  the  third,  there  began  a  long  and  steady 
decline  in  climate  until  the  final  fall  of  the  Western 
Empire.  The  next  century  and  a  half  saw  a  slight 
improvement  until  the  beginning  of  the  seventh  cen- 
tury. Then  followed  the  two  worst  centuries  of  the 
historic  period,  altho  possibly  the  thirteenth  centiuy 
B.C.  may  have  been  almost  as*  bad. 

Turning  now  from  the  physical  side  of  our  problem, 
let  us  consider  the  probable  historic  results  of  the  ad- 
verse climatic  changes  that  appear  to  have  taken  place 
between  250  b.c.  and  650  a.d.  It  will  be  understood 
that  the  reverse  of  what  is  here  described  is  supposed 
to  characterize  favorable  changes. 

IV 

We  may  divide  the  results  of  climatic  changes  into 
three  groups:  economical,  political,  and  biological. 
For  a  statement  of  the  economic  conditions  I  cannot  do 
better  than  refer  to  Professor  Simkhovitch's  article 
already  quoted.  I  do  not  agree  with  him  in  thinking 
that  c^austion  of  the  soil  was  the  primary  cause  of 
the  conditions  which  he  describes,  for  in  countries  like 
Syria  cultivation  by  the  methods  which  he  deplores  has 
continued  for  thousands  of  years,  and  people  are  still 
fairly  prosperous  wherever  water  is  abundant.  Never- 
theless, his  description  of  the  decline  of  agriculture  is 
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most  weighty.  In  showing ''  how  the  great  agricultural 
scholars  of  llie  time  analyzed  the  situation/'  he  quotes 
the  following  extracts  from  Columella,  who  wrote  about 
60  A.D. :  "  I  frequently  hear  the  most  illustrious  men  of 
our  coimtry  complaining  that  the  sterility  of  our  soil 
and  intemperate  weather  have  now  for  many  ages  past 
been  diminishing  the  productivity  of  the  land.  Others 
give  a  rational  backgroimd  to  their  complaints,  claiming 
that  the  land  became  tired  and  exhausted  from  its 
productivity  in  the  former  ages,  and  hence  the  soil  is  no 
longer  able  to  fiumish  sustenance  to  mortals  with  its 
former  liberality."  * 

This  quotation  sets  forth  two  theories  as  to  the  cause 
of  the  agricultural  decline  of  Rome.  In  Coliunella's 
day  the  most  illustrious  men  of  Rome  apparently  com- 
plained that  a  change  of  climate  had  for  ages  been 
producing  sterility  and  thus  diminishing  the  crops* 
Others,  whom  Coliunella  thinks  more  rational,  believed 
that  the  soil  of  Rome  had  become  exhausted.  Never- 
theless, as  Columella  himself  points  out,  the  Romans  in 
tihie  former  ages  were  familiar  with  the  most  effective 
metihiods  of  cultivation.  As  Simkhovitch  puts  it,  '^  the 
intensive  farming  of  the  Romans  on  seven-jugera  farms, 
was  like  the  farming  of  the  Chinese  and  Japanese,  very 
intensive,  their  small  grain  fields  being  planted  in  rows, 
hoed,  and  weeded  and  carefully  manured  with  excre- 
ments and  ashes  and  stable  dung.  The  experience  of 
China  and  Japan  has  shown  that  on  very  small  land 
plots  such  intensive  agriculture  can  maintain  itself 
indefinitely  without  any  recourse  to  scientific  repletion 
of  the  soil  by  mineral  fertilizers.^' 

In  view  of  this  we  must  apparently  assume  either  a 
most   profoimd   and   astonishing  change  in   Roman 

A  This  paaMce  had  already  beon  quoted  by  liebig,  Die  Chemie  in  ihrer  Anwendung 
airf  Acriknltiir.  .  .  .  (Kb  ed.,  p.  63. 
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character,  or  else  a  change  of  climate.  If  the  Romans 
knew  how  to  farm  like  the  Chinese  and  Japanese  and 
thus  indefinitely  to  ward  off  the  effects  of  the  exhaustion 
of  the  soil,  but  failed  to  do  it  when  they  found  themselves 
falling  into  dire  distress,  they  surely  had  suffered  an 
"  inner  decay  "  that  is  scarcely  conceivable.  On  the 
other  hand,  if  they  had  not  rain  enough  in  the  late 
spring,  no  amount  of  care  and  cultivation  would  make  it 
possible  to  carry  on  intensive  agricultiu^. 

One  of  the  most  notable  features  of  the  curve  of  tree 
growth  in  California  was  the  decline  from  about  250- 
200  B.C.  If  a  similar  change  occurred  in  the  rainfall  of 
Italy  it  would  tend  to  kiU  the  forests  or  at  least  to 
reduce  their  density  and  render  tiiem  an  easy  prey  to 
fires  and  to  the  depredations  of  sheep  and  goats.  Hence 
the  soil  would  be  left  unprotected,  and  the  rains  of 
winter  would  wash  it  down  to  the  lowlands  and  thus 
spoil  many  a  good  farm  in  the  way  that  Simkhovitch 
well  describes.  In  their  place  great  swamps  would  be 
formed.  Few  people  realize  that  some  of  the  greatest 
swamps  are  located  in  the  driest  countries.  In  Trans- 
caspia  I  have  waited  two  weeks  to  cross  the  flooded 
tract  at  the  lower  end  of  the  Tejen  river;  in  Persia  my 
camels  were  nearly  drowned  in  crossing  a  swamp;  and 
in  Chinese  Turkestan  I  was  nearly  engulfed  in  a  grave 
of  mud  when  the  camel  that  I  rode  and  two  others  broke 
through  the  apparently  solid  earth  into  a  stinking 
morass. 

In  the  later  days  of  Rome,  pari  passu  with  the  deteri- 
oration of  the  climate,  agriculture  progressively  de- 
clined. Thus  by  395  a.d.  *'  the  abandoned  fields  of 
Campania  alone  amounted  to  something  over  528,000 
jugera.''  Doubtless  much  of  the  land  thus  abandoned 
was  capable  of  being  restored,  for  even  then  the  climate 
was  apparently  better  than  at  present.   That  it  was  not 
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restored  seems  merely  to  mean  that  when  people  are 
waging  a  losing  fight  against  nature  they  become  dis- 
couraged. The  change  is  what  counts.  A  carpenter 
with  an  income  of  $1200  a  year  feels  prosperous,  whereas 
a  banker  who  has  had  $50,000  a  year  would  feel  himself 
in  dire  proverty  if  his  income  were  reduced  to  $5000. 
The  banker  can  in  time  acconunodate  himself  to  a 
diminished  income;  but  suppose  that  a  few  years  later 
his  income  falls  to  $4000,  then  to  $3000,  and  finally  to 
only  $1500.  He  may  still  have  more  than  the  carpenter, 
but  he  would  have  to  take  his  children  out  of  collie, 
sell  his  automobile  and  house,  give  up  keeping  servants, 
and  so  utterly  change  his  mode  of  life  that  he  would 
feel  his  condition  to  be  most  pitiable. 

So  it  is  with  countries.  In  the  fourth  centiuy  b.c.^ 
Italy  appears  to  have  been  favored  with  so  fine  a  climate 
that  less  than  five  acres  was  enough  to  support  an  aver- 
age family.  Cultivation  was  highly  intensive  so  that  the 
most  advanced  methods  of  agriculture  were  developed. 
Failures  of  the  crops  were  rare,  and  general  prosperity 
prevailed.  The  farmers  lived  in  comfort  on  their  little 
farms  and  asked  nothing  of  anyone,  and  the  towns 
reflected  their  condition.  Then  when  the  spring  and 
summer  rains  diminished  —  to  speak  by  hypothesis  — 
a  small  tract  of  land  was  not  enough  to  furnish  a  living 
for  the  farmer  and  his  family.  Crops  that  had  pre- 
viously been  profitable  ceased  to  be  worth  while,  the 
farmers  ran  into  debt,  and  their  lands  gradually  fell 
into  the  hands  of  large  landowners.  Since  crops  were  no 
longer  profitable  the  land  was  used  for  grazing  purposes, 
as  classical  writers  often  point  out.  This  was  bad  in  two 
respects.  In  the  first  place,  sheep  and  goats  eat  not 
only  grass,  but  seedling  trees,  and  thus  prevent  the 
growth  of  new  forests.  Where  they  pasture  in  abun- 
dance the  soil  is  badly  trampled,  and  is  no  longer  held  in 
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place  by  roots.  Hence  it  is  washed  away  by  the  winter 
rain,  leaving  the  hillsides  barren  and  ruining  the  fields 
in  the  lowlands.  In  the  second  place,  sheep-raising  and 
cattle-raising  demand  large  areas.  Hence  they  increase 
the  tendency  toward  the  concentration  of  land  in  the 
hands  of  a  few  individuals.  During  the  Augustan  Age 
the  farmers  apparently  recovered  somewhat,  and  pre- 
siunably  were  better  off  than  in  the  second  century  B.C. 
Then  came  renewed  climatic  stress  at  the  end  of  the  first 
century  a.d.,  and  later  the  long  deadening  decline  that 
culminated  in  the  seventh  century.  In  those  days  the 
Roman  farmer  was  in  circumstances  as  discouraging  as 
those  of  the  banker  with  a  mechanic's  income. 

Such  economic  changes  must  inevitably  produce 
political  results.  One  of  the  first  and  most  obvious  is  a 
distiu*bance  of  the  system  of  taxation.  Theoretically, 
taxes  ought  to  be  proportioned  to  the  income  of  the 
people  who  pay  them.  Practically  the  adjustment  is 
most  imperfect,  and  has  a  disagreeable  way  of  remaining 
fixed  when  other  conditions  change.  When  crops  are 
bad  the  expenses  of  the  government  do  not  diminish. 
A  tax  which  was  easily  paid  from  a  full  grain  bin 
becomes  oppressive  when  the  grain  bin  is  half  empty. 
It  is  not  surprising  that  the  people  were  discontented 
and  agrarian  reforms  were  needed  in  the  days  of  the 
Gracchi.  At  that  time  Rome  apparently  suffered  from 
climatic  conditions  more  unfavorable  than  at  any  other 
period  previous  to  about  300  a.d.  Under  such  cir- 
cumstances the  poverty  and  discouragement  of  the 
many  almost  inevitably  favor  the  concentration  of 
power  in  the  hands  of  a  few.  Hence  democracy  suffers, 
and  a  plutocratic  form  of  government  is  superimposed 
upon  the  old  framework.  It  would  be  useless  to  illus- 
trate the  matter  here,  for  I  should  merely  be  repeating 
the  arguments  of  Professor  Simkhovitch — the  only  dif- 
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ference  between  his  view  and  mine  being  in  the  inter- 
pretation of  the  cause  of  the  agricultural  decline.  Not 
only  Rome  itself,  but  the  provinces  were  suffering,  and 
it  is  not  strange  that  their  discontent  was  finally  an 
important  element  in  the  break-up  of  the  Rome  Empire. 

The  theory  that  agriculture  declined  because  of 
exhaustion  of  the  soil  seems  to  have  little  bearing  on 
barbarian  invasions.  In  this  respect  it  is  diametrically 
opposed  to  the  theory  of  a  decline  due  to  climatic 
changes.  Nomads  such  as  those  of  central  Asia  are  the 
first  to  feel  the  effect  of  increased  aridity.  The  springs 
that  they  have  been  wont  to  frequent  on  the  edge  of  the 
desert  dry  up,  grass  for  pasturage  is  scanty,  and  there- 
fore they  begin  to  seek  new  pastures.  At  first  they  may 
meet  with  no  special  difficulty,  provided  the  coimtry  is 
not  too  densely  populated.  Soon,  however,  they  come 
into  conffict  with  neighbors  who  also  press  into  the  well- 
watered  regions  where  there  is  abimdant  grass.  When 
tribe  meets  tribe  and  there  is  not  enough  grass  for  all, 
conflict  is  bound  to  ensue.  Then  the  tribe  which  is 
obliged  to  content  itself  with  the  less  favorable  locations 
is  practically  certain  to  take  to  plimdering.  It  may 
plunder  its  nomad  neighbors,  or  it  may  make  raids  on 
the  settled  villages  in  the  oases  or  in  the  better-watered 
tracts  on  the  desert  border. 

Any  one  who  has  lived  in  the  deserts  of  Asia  knows 
how  this  happens.  In  Palestine  and  the  Syrian  Desert, 
for  example,  the  year  1909  was  characterized  by  an 
unusually  dry  spring.  What  happened  ?  The  nomads 
pushed  their  way  in  among  the  settled  population  of  the 
cultivated  land.  Dr.  Patterson,  a  missionary  physician 
at  Hebron,  says  that  in  his  hospital  he  operated  upon 
gun-shot  cases  that  year  to  an  extent  unprecedented  in 
his  sixteen  years  in  the  coimtry.  Within  two  months  I 
myself  had  four  experiences  with  raiders.   First  a  party 
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of  Arabs  who  had  already  robbed  some  natives  ap- 
proached my  own  camp  by  night,  but  made  no  attack 
because  we  were  on  the  watch;  next  I  was  sleeping  in 
a  native  camp  when  some  men  of  another  tribe  drove  off 
all  the  camels;  a  third  day  we  saw  a  band  of  raiders  on 
the  hills  above  us,  and  a  man  who  had  been  with  our 
party  but  had  fallen  behind  only  escaped  by  flight. 
Finally,  a  member  of  my  escort,  who  had  gone  ahead  to 
investigate  the  road,  exchanged  shots  with  a  party  of 
raiders  and  hid  for  hours  before  he  dared  rejoin  us.  In 
a  good  year,  on  the  other  hand,  one  can  travel  through 
the  same  coimtry  in  perfect  security. 

If  such  things  can  happen  because  of  the  drought  of  a 
single  year,  what  must  have  been  the  effect  when  aridity 
became  more  and  more  pronounced  for  centiuies  ? 
Thousands  of  people  must  have  been  driven  from  their 
homes.  Such  movements  begin  in  the  driest  regions, 
such  as  the  great  deserts  of  Transcaspia  or  Arabia. 
Where  the  nomads  were  met  by  a  solid  bulwark  like 
that  of  the  Roman  Empire  in  Syria  and  North  Africa, 
they  could  not  achieve  much;  but  in  eastern  Europe, 
where  there  was  nothing  to  hold  them  back,  one  can 
scarcely  doubt  that  they  must  have  pressed  forward. 
Thus  one  tribe  would  upset  another,  and  a  whole 
continent  may  have  been  put  in  commotion.  This,  I 
believe,  explains  to  a  large  degree  the  barbarian  inva- 
sions of  Europe  during  the  early  centuries  of  the  Chris- 
tian era.  Men  do  not  take  their  wives  and  children  and 
move  in  great  masses  except  under  some  strong  com- 
pulsion. I  do  not  need  to  go  into  details  on  the  bar- 
barian invasions  of  Rome.  It  is  enough  to  point  out 
that  they  were  numerous  as  long  as  the  climate  of  Asia 
grew  worse.  They  spread  into  each  of  the  southern 
peninsulas  of  Europe.  They  spilled  over  into  Africa. 
Finally,  in  the  seventh  century  there  came  the  cul- 
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minatdng  migration  from  the  desert.  The  power  of  the 
Roman  Empire  had  vanished,  and  the  Arabs  sm^ed 
out  under  Mohammed.  The  religious  impulse  doubt- 
less was  of  the  greatest  importance  as  a  unifying  factori 
but  hunger  may  have  been  the  chief  impelling  force. 
So  too,  in  later  days,  Genghis  Khan  may  have  been 
the  unifying  factor,  but  hunger  due  to  a  second  great 
period  of  aridity  was  perhaps  the  underlying  force 
that  impelled  his  hordes  to  surge  out  of  Central  Asia. 

The  biological  effect  of  changes  of  climate  are  as  yet 
not  well  understood.  In  the  end,  however,  they  may 
possibly  prove  to  be  even  more  important  than  the 
political  and  economic  effects.  It  has  long  been  known 
that  many  of  the  leaders  both  in  ancient  Rome  and 
Greece  belonged  to  the  fair  Nordic  race.  Why  else  do 
so  many  of  the  ancient  painted  statutes  of  the  gods  and 
goddesses  of  Greece  have  red  or  yellow  hair  and  blue 
eyes  ?  Not  all  the  leaders,  to  be  sure,  were  tall,  fair 
Nordics;  for  Socrates,  the  greatest  mind  of  all,  was  short 
and  dark  —  a  typical  member  of  the  Mediterranean 
race.  Yet  the  fair  people  from  the  north  were  suffi- 
ciently aggressive  and  dominant  to  cause  the  favorite 
divinities,  Zeus,  Apollo,  Pallas,  Diana,  and  others  to 
be  represented  as  of  that  race.  The  climate  of  both 
Greece  and  Italy,  however,  is  thought  by  many  authori- 
ties to  be  too  simny  for  the  blond  Nordics.  It  often 
induces  diseases  of  the  skin  and  nerves,  and  in  the  long 
run  apparently  lessens  the  rate  of  reproduction.  Thus 
in  a  climate  like  that  of  Italy,  especially  southern  Italy, 
the  agressive  Nordic  part  of  the  population  tends  to 
diminish.  This  tendency  would  be  less,  however,  under 
the  conditions  which  we  suppose  to  have  prevailed 
three  or  four  hundred  years  before  Christ,  and  on  the 
other  hand,  would  increase  with  the  changes  of  climate 
here  described.   When  combined  with  the  Roman  prac- 
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tice  of  beinging  in  slaves  from  conquered  countries,  it 
may  have  helped  to  bring  about  a  gradual  change  in 
racial  type.  The  race  which  apparently  provided  the 
majority  of  Rome's  early  leaders  appears  to  have 
declined  in  numbers,  and  the  decline  was  presumably 
hastened  by  imfavorable  climatic  changes. 

Another  important  factor  in  the  biological  decline  of 
the  people  of  Rome  was  perhaps  malaria.  Ross,  Jones,^ 
and  others  have  shown  that  altho  malaria  was  well 
known  in  early  Rome,  it  did  not  become  widespread 
imtil  the  second  century  b.c.  About  that  time  it 
increased  greatly  and  finally  became  endemic.  Any  one 
who  has  been  in  a  coimtry  where  this  disease  is  common 
knows  what  a  scoiu*ge  it  is.*  At  the  end  of  a  long  dry 
summer  thousands  of  the  population  succumb.  They 
seem  inert  and  stupid,  unable  to  think  and  unable  to 
work.  Not  merely  are  they  temporarily  incapacitated, 
but  they  suffer  year  after  year,  and  are  permanently 
weakened.  Ross  found  that  nearly  half  of  the  Greeks 
today  bear  marks  of  the  disease.  Its  effects  are  mental 
as  well  as  physical.  The  power  of  self-control  is  weak- 
ened, and  so  too  is  the  power  of  steady  thought  and  of 
assiduous  application  to  duty.  Today  with  quinine  as 
a  universal  remedy,  and  with  our  knowledge  of  how  to 
exterminate  mosquitoes,  malaria  is  losing  some  of  its 
terrors;  yet  it  remains  a  scoiu*ge  of  terrible  proportions 
not  only  in  Greece,  but  in  parts  of  Italy  and  in  many 
Oriental  countries.  In  the  old  days  it  must  have  been 
far  worse. 

It  may  perhaps  seem  a  far  cry  from  changes  of  climate 
to  malaria,  but  the  two  are  intimately  associated. 
Malarial  mosquitoes  are  found  from  central  Europe 
to  the  equator.     In  Italy  the  degree  to  which  they 

>  Joam,  W.  H.  8..  Malaria:  A  Nflglected  Faotor  In  the  Hiatoiy  of  GiMoe  and 
1007. 
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flourish  depends  largely  on  the  prevalence  of  stagnant 
water.  Where  rams  are  abundant  at  all  seasons,  stag- 
nant water  is  rare.  Swamps  may  of  course  exist,  but 
even  there  the  water  is  apt  to  be  changed  by  the  rains, 
and  the  larvae  of  the  mosquito  are  washed  away  and 
drowned.  In  the  streams  they  cannot  Uve  because  of 
the  moving  water.  For  this  reason  an  abimdant  rain- 
fall prevents  the  spread  of  malaria  except  where  the 
forests  remain  constantly  damp.  Such  conditions  pre- 
vail in  many  equatorial  regions,  and  are  one  reason 
why  malaria  is  there  such  a  terrible  scourge. 

During  the  period  of  favorable  climate  which  appar- 
ently prevailed  in  Italy  three  or  four  hundred  years 
before  Christ,  the  mountains  were  probably  well 
wooded,  and  springs  abimdant.  The  streams  must  have 
been  for  the  most  part  perennial,  and  were  presumably 
well  adjusted  to  their  valleys  so  that  they  flowed  in 
clearly  defined  channels.  Increasing  aridity,  as  we  have 
aheady  seen,  would  cause  the  mountains  to  become 
more  barren.  Consequently  the  streams  would  become 
heavily  loaded  with  mud  and  gravel.  This  would  be  an 
important  element  not  only  in  ruining  the  farms,  but 
in  increasing  malaria.  As  physiographers  well  know, 
when  streams  that  are  heavily  loaded  with  silt  emerge 
from  the  mountains  and  enter  the  plains,  they  deposit 
part  of  their  load.  Thus  they  fill  their  channels,  divert 
themselves  into  new  courses,  and  gradually  spread  out 
into  many  branches  which  wander  here  and  there  over 
wide  areas,  and  often  produce  swamps.  When  such 
streams  dwindle  during  the  dry  sununer,  most  of  the 
channels  are  converted  into  mere  strings  of  stagnant 
pools,  ideal  places  for  mosquitoes.  Moreover,  the  drier 
the  summers,  the  greater  the  need  of  irrigation,  and 
this  also  causes  stagnant  pools.  Thus  the  supposed 
climatic  changes  in  Italy  were  mainly  of  a  kind  to  in- 
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duce  a  great  increase  in  the  area  where  the  moBquito 
was  able  to  thrive.  Hence  the  ravages  of  malaria 
were  presiunably  increased,  and  played  a  part  in 
destroying  the  self-control  and  energy  of  the  Romans. 


I  have  left  till  last  what  I  believe  to  be  the  most 
important  effect  of  climatic  changes.  Students  of  the 
science  of  ecology,  that  is,  of  the  adaptation  of  organ- 
isms to  their  environment,  are  reaching  some  surprising 
conclusions  in  regard  to  man.  It  has  been  our  boast  that 
the  human  race,  alone  among  animals,  is  able  to  dwell 
in  all  parts  of  the  world  and  to  adapt  itself  to  all  con- 
ditipns.  In  proof  we  point  to  the  fact  that  white  men 
can  live  and  work  in  Arctic  regions  or  in  tropical  Africa. 
We  also  point  to  the  fact  that  the  himtian  race  has  dif- 
ferentiated itself  into  black  people,  yellow  people, 
white  people,  and  red  people,  and  that  each  of  these 
appears  to  be  adapted  to  a  particular  kind  of  climatic 
environment.  It  appears  now,  however,  that  there  are 
two  kinds  of  adaptation:  one  to  sunlight  and  the  other 
to  temperatm^  and  humidity.  The  adaptation  to 
light  can  apparently  be  made  with  comparative  ease. 
It  is  a  matter  of  everyday  observation  that  in  winter  or 
when  people  stay  in  the  house  at  any  season  the  skin 
becomes  pale,  whereas  exposure  to  the  sim  soon  changes 
the  compleidon  of  people  of  fair  races.  In  the  same  way 
a  change  of  habitat  is  apparently  followed  by  a  gradual 
elimination  of  the  people  whose  complexions  are  not 
adapted  to  the  new  environment.  The  adjustment  to 
temperature  and  humidity  appears  to  be  much  more 
conservative  than  the  adjustment  to  light.  A  study  of 
the  relation  of  the  death-rate  to  temperature  among 
many  races  and  in  many  parts  of  the  world  illustrates 
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the  matter.  Taking  the  year  as  a  whole  the  number  of 
deaths  in  all  parts  of  the  world  varies  in  close  harmony 
with  the  temperature.  At  low  temperatures  large 
numbers  of  people  die,  which  means  of  course  that  they 
are  physically  weak.  Under  ordinary  circumstances 
the  number  of  deaths  declines  up  to  an  average  tempera- 
ture of  between  60^  and  65^  for  day  and  night  together. 
At  average  temperatures  above  65^  the  death-rate 
begins  to  increase,  and  above  70^,  which  means  when 
the  thermometer  rises  to  approximately  80^  or  more 
at  noon,  it  increases  with  great  rapidity,  especially 
if  the  air  is  hmnid.  Strange  as  it  may  seem,  the 
negro  or  Cuban  in  the  southern  part  of  the  United 
States  shows  scarcely  more  adaptation  to  a  hot 
climate  than  does  the  white  man,  while  the  Finn  and 
Swede  of  the  far  north  are  weakened  by  low  tempera- 
ture almost  as  much  as  is  the  negro.  The  Japanese 
death-^rate  shows  that  that  race  also  thrives  under 
practically  the  same  conditions  as  do  the  whites  and 
negroes. 

Other  tests  also  indicate  that  a  mean  temperature  of 
from  60**  to  70**  according  to  the  degree  of  humidity  is 
physically  best  for  various  races;  for  mental  activity 
one  somewhat  lower  is  best.  Confining  ourselves  now 
to  the  physical,  we  find,  for  example,  that  factory 
operatives  of  European  races  in  the  United  States  work 
most  rapidly,  which  means  that  they  are  strongest, 
when  the  temperature  averages  about  60^.  For  Cubans 
in  Florida  the  figure  is  slightly  higher,  about  65°,  but  the 
difference  is  not  enough  to  be  significant.  Tests  of  the 
strength  of  negroes  in  Virginia  give  61°  as  the  best 
average  temperature,  while  their  death-rate  is  least  at 
an  average  of  about  67°.  Experiments  on  the  amoimt 
of  carbon  dioxide  in  the  breath  at  Manchester,  England, 
indicate  62°  as  the  best  temperature.    As  the  tempera- 
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ture  of  the  blood  is  the  same  in  all  races,  so  it  appears 
that  almost  the  same  outside  temperature  is  probably 
best  for  all  men,  whether  black,  white,  red,  or  yellow. 
The  same  appears  to  be  true  of  atmospheric  humidity, 
which  has  a  marked  e£Fect  upon  man's  capacity  for  work. 
A  large  body  of  evidence  also  indicates  that  changes  of 
temperatiu*e  from  one  day  to  the  next  as  well  as  from 
season  to  season  are  highly  important.  In  fact  no 
matter  how  good  a  climate  may  be  in  other  respects, 
it  is  open  to  question  whether  people's  energy,  strength 
of  purpose,  and  power  of  achievement  can  remain  at  a 
high  level  for  generation  after  generation  except  in  a 
climate  where  there  is  the  stimulus  of  constant  change. 
On  the  basis  of  the  actual  achievements  of  thousands 
of  people  under  different  conditions  of  climate,  it  is 
possible  to  make  a  map  showing  the  amoimt  of  energy 
which  different  races  would  have  in  different  parts  of 
the  world  on  the  basis  of  climate  alone.^  This  map  is 
strikingly  like  a  map  of  civilization.  The  resemblance 
of  the  two  indicates  that  today  the  active  and  pro- 
gressive races,  those  that  dominate  the  world,  are  all 
located  in  climates  which  possess  a  highly  stimulating 
quality.  If  we  are  right  in  thinking  that  the  response 
to  climate  is  almost  the  same  among  all  races,  the 
matter  is  highly  significant  in  our  interpretation  of  the 
fall  of  Rome.  As  we  have  already  seen,  the  climatic 
changes  which  have  apparently  taken  place  in  Italy 
appear  to  have  been  characterized  by  a  decline  in  the 
variability  of  the  weather  from  day  to  day,  especially 
in  the  spring  and  summer.  This  means  that  three  or 
four  centuries  B.C.,  Rome  was  blessed  with  a  climate 
whose  mean  temperature  was  as  good  as  that  of  today, 

>  Such  a  map  is  published  in  my  Civiliistion  and  Climate,  p.  200.  Tlie  rolume  con- 
tains a  fall  discussion  of  the  relation  of  climate  to  oiTiUsation.  Since  it  was  published 
new  facts  have  been  discovered  which  show  that  the  response  of  different  races  to  climate 
is  more  uniform  than  was  supposed  when  the  book  was  written. 
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and  which  at  the  same  time  was  better  than  that  of  the 
present,  not  only  for  agriculture,  but  in  its  stimulating 
effect  on  human  activity.  It  apparently  possessed 
the  sparkle  and  tang  which  our  own  climate  in  the 
northern  United  States  possesses  to  so  marked  a  degree. 
If  this  is  so,  the  change  which  took  place  between  300 
and  200  B.C.  and  still  more  the  gradual  change  between 
the  time  of  Christ  and  the  seventh  century  probably 
had  an  appreciable  effect  upon  the  energy  and  ability 
of  the  Roman  people.  Even  if  there  had  been  no 
change  in  the  racial  composition  of  the  inhabitants,  no 
malaria,  no  agricultural  distress,  and  no  invasions  of 
barbarians,  there  still  would  apparently  have  been  a 
decline  in  ability.  Such  a  decline  would  work  particular 
harm  at  times  when  other  conditions  were  becoming 
adverse.  For  instance,  when  irrigation  was  needed  to 
overcome  the  difficulties  of  aridity,  it  would  be  par^ 
ticularly  necessary  that  people  should  have  abundant 
energy  and  initiative.  These  qualities  would  be  equally 
needed  to  overcome  malaria,  and  to  prevent  the  streams 
from  flooding  the  fields  and  creating  swamps.  Energy 
too  would  be  especially  valuable  when  the  barbarians 
were  threatening  invasion,  or  when  political  questions 
were  becoming  difficult  because  of  agricultural  adver- 
sity, poverty,  burdensome  taxes,  and  consequent  gen- 
eral discontent. 

The  view  presented  in  this  paper  will  seem  to  many 
readers  to  rest  on  f oimdations  too  slender.  Even  to  my 
own  miud  the  investigation  of  the  relation  of  climate  to 
human  efficiency  has  brought  results  so  surprising  that 
I  find  it  difficult  to  remodel  my  preconceived  concep- 
tions. Whether  the  hypothesis  here  advanced  is  right 
or  wrong,  it  at  least  has  a  sufficient  foundation  to  war- 
rant further  study.  It  does  not  explain  why  men  of 
genius  arise,  why  political  and  social  institutions  evolve, 
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or  why  a  large  part  of  the  events  of  history  occur.  It 
does,  however,  offer  a  possible  explanation  of  some  of 
the  most  puzzling  phases  of  the  decline  and  fall  of 
nations.  The  test  of  its  accuracy  lies  along  three  lines. 
(1)  Geographers  must  work  out  far  more  accurately 
than  has  yet  been  done  the  exact  sequence  of  changes  of 
climate,  their  degree  of  severity,  and  their  nature.  (2) 
Ecologists  and  physiologists  must  determine  how  much 
of  human  energy  depends  on  inherited  capacity  and 
training,  and  how  much  upon  physical  environment, 
and  especially  upon  conditions  of  temperature,  humid- 
ity, and  other  climatic  elements  such  as  the  amount  of 
ozone  or  electricity  in  the  air.  (3)  There  is  a  vast  field 
for  economists  and  historians.  The  geographer  may 
point  out  the  results  which  he  expects  at  certain  epochs 
because  of  the  climatic  conditions.  It  rests  with  the 
historian  and  economist  to  determine  whether  the 
expected  results  have  actually  occurred.  It  also  rests 
with  them  to  scan  the  pages  of  history  for  the  almost 
innumerable  facts  which  bear  on  this  problem.  Gradu- 
ally the  world  is  seeing  how  intimately  physical,  mental, 
and  moral  traits  are  related,  and  how  each  reacts  upon 
the  other.  The  lessons  of  history  cannot  rightly  be 
understood  until  the  combined  work  of  men  in  many 
lines  gives  us  a  clear  idea  of  each  one  of  the  complex 
factors  leading  to  such  great  events  as  the  fall  of 
Rome. 

Ellswobth  Huntinqton. 
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THE  SEPARATION   OF  RAILROAD  OPERAT- 
ING EXPENSES  BETWEEN  FREIGHT 
AND  PASSENGER  SERVICES 

SUMMARY 

I.  Importance  attached  by  Interstate  Commeroe  Conuniaaion  to  cost 
of  service,  209.  —  II.  Its  early  requirements  as  to  separation  of  ex- 
penses, 212.  —  Summary  of  present  (1916)  requirements  of  the  Com- 
mission, 213. —  Maintenance  of  way,  214.  — Maintenance  of  equipment, 
215.  — Traffic,  217.  —  Transportation,  217.  — General  expenses,  219. 

—  III.  Diversity  in  opinion  as  to  maintenance  of  way,  219.  —  Dis- 
tinction between  deterioration  and  wear  and  tear,  221.  —  Standard  of 
maintenance  for  passenger  service,  223.  —  IV.  Tabulation  of  various 
bases  used  for  maintenance  of  way  expenses,  226.  —  The  train  mile, 
225.  —  V.  The  gross  ton  mile,  229.  —  The  locomotive  mile,  230.  — 
The  locomotive  ton  mile,  230.  —  The  car  mile,  231.  —  The  train  mile 
and  car  mile  combined,  231.  —  The  weighted  train  ton  mile  and  loco- 
motive mile,  232.  —  Direct  expenses,  232.  —  Operating  revenue,  233. 

—  VI.  Locomotive  fuel,  235.  —  Effect  of  use  of  ten  different  bases  in 
the  Boston  and  Maine  milk  case,  238.  —  Cost  accounting  problems  now 
bdng  considered,  239. 


The  increasing  importance  attached  by  the  Inter- 
state Commerce  Commission  to  cost  of  service  as  a 
prime  factor  in  rate  cases  is  seen  in  many  recent  deci- 
sions.^ The  evidence  and  the  briefs  presented  both  by 
the  raihx)ads  and  by  the  protestants  now  give  special 
prominence  to  expense  apportionments;  and  certain 
firms  of  public  accoimtants  have  specialized  as  experts 
in  railroad  rate  cases. 

>  AmoogtlieaitlMfoUowiiicAraofapMuaiiitenBt:  Fhre  Pv  C«nt  oaM,  31  L  C.  C. 
aS8;  AnthiMite  Co«l  e«w,  35  I.  C.  C.  220;  1915  Western  lUte  Advuioe  earn,  35 
L  C.  C.  497:  Western  PMiiengwr  Fares  ease,  37  I.  C.  C.  1;  I*ke  Brie  Ports  Iron  Ois 
•M^  41  LC.C.  181;  and  New  BnglsBd  Milk  esse,  40 1.  C.C.  099. 
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One  of  the  first  important  cases  in  which  cost  statistics 
played  a  very  important  part  was  that  decided  by  the 
Wisconsin  Raikoad  Commission  on  February  16,  1907. 
(Bucll  V.  C,  M.  A  St.  P.  Ry.  Co.,  1  Wis.  R.  R.  C.  Rep., 
p.  324.)  The  raihroad  company,  in  support  of  its  pro- 
posed advances  in  passenger  fares,  presented  elaborate 
statistics  purporting  to  show  that  the  passenger  service, 
taken  by  itself  and  charged  with  its  fair  share  of  operat- 
ing expenses,  taxes,  and  charges,  failed  to  earn  a  rea- 
sonable return  on  the  investment.  The  computations 
required  a  separation  of  all  of  the  accounts,  not  only 
between  freight  and  passenger  service,  but  also  between 
Wisconsin  and  the  other  states  served  by  the  Chicago, 
Milwaukee  and  St.  Paul  Railway.  In  criticizing  the 
methods  employed  by  the  railroad,  the  Wisconsin  Com- 
mission laid  down  certain  principles  applying  to  the 
apportionment  of  income  and  outgo,  and  the  decision 
may  be  regarded  as  a  bench  mark  in  raiboad  cost 
statistics  in  rate  cases.  In  the  opinion  of  the  Com- 
mission: 

The  most  essential  element  in  the  fixing  of  a  reasonable  rate  la  the 
cost  of  service  to  the  carrier.  There  are  very  many  other  facts 
which  also  should  be  taken  into  accoimt,  but  none  of  them  seems 
to  be  as  vital  or  as  necessary  to  a  just  and  fair  conclusion  as  the 
cost.  Without  some  facts  which  indicate  the  approximate  cost  per 
unit  of  service,  or  per  unit  of  transportation,  it  would  seem  to  be 
practically  impossible  to  say  at  what  figures  the  rates  should  be 
fixed  in  order  to  yield  operating  expenses  and  a  fair  rate  of  interest 
on  the  investment. 

The  purpose  of  the  present  article  is  to  discuss  the 
various  methods  used  by  the  railroads  and  public' 
accountants  for  separating  operating  expenses  between 
the  freight  and  passenger  services,  and  to  suggest  a 
solution  for  one  of  the  most  difficult  of  the  problems.  It 
is  not  the  purpose  of  the  article  to  touch  upon  the  value 
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ofeoetofsemceasanelementmrate-ixiakiag.^  Regard- 
leBS  of  the  limited  application  of  such  evidence  in  de- 
termining the  reasonableness  of  rates  affected  also  by 
competition  of  carriers,  competition  of  markets,  competi- 
tion of  commodities,  and  other  factors  which  may  have 
the  prevailing  influence,  the  Commissions  and  the  Co\u*ts 
have  decided  in  a  long  list  of  cases  that  information  as 
to  the  cost  of  service  is  essential,  particularly  in  general 
advances  in  rates.  In  the  Western  Passenger  Fares  case 
(37  I.  C.  C.  497),  for  example,  the  decision  of  the  Com- 
mission apparently  hinged  upon  the  figures  showing 
the. relative  remunerativeness  of  the  passenger  service 
compared  with  that  of  the  freight  service. 

The  railroads,  therefore,  are  taking  more  interest  in 
the  problems  connected  with  the  separation  of  expenses. 
Instead  of  magnifying  the  difficulties  inherent  in  the 
attempt  to  separate  joint  costs,  and  ridiculing  the 
bases  which  have  been  suggested,  the  railroads  are  now 
making  an  earnest  effort  to  devise  methods  to  pro- 
duce results  which  will  be  of  value  not  only  in  rate 
cases  but  will  also  afford  the  railroads  themselves 
valuable  information  of  a  ''  cost  accoimting  "  nature 
which  heretofore  many  of  them  have  lacked.    Unfortu- 

>  Nor  is  any  oonsidflratioii  given  here  to  the  propriety  of  regarding  the  resolti 
obtained  hy  allocation  and  apportionment  of  ezpenaes  as  "  ooet "  figures.  See  article 
by  Allen  8.  Olmsted.  2d.  "  Do  '  Cost  of  Transportation '  Exhibits  in  Railroad  Rate 
Cases  show  Ck)st  T  "  Annals  of  the  American  Academy  of  Political  and  Social  Science, 
Philadelphia,  January,  1916,  Publication  no.  973.  Olmsted  belieyes  that  the  word 
*'  eost "  in  such  eases  is  a  misnomer.  "  Such  computations  consist  of  two  proceises. 
One  is  an  alloeaHcn  to  a  particular  traffic  of  costs  attributable  solely  to  it;  the  other  is 
an  apvortittnment  between  the  particular  traffic  and  other  traffic  of  costs  jointly  caused 
by  both  kinds  of  traffic.  .  .  .  Allocation  is  the  assignment  of  facts;  apportioittnent  is 
the  determination  of  policy.  The  former  oonoema  itself  with  what  is;  the  latter  with 
«rfaat  should  be.  One  process  consists  of  untwisting  the  intertwined  but  separate  and 
dbtinet  strands  of  a  particular  causation;  the  other  of  splitting  the  homogeneous 
fibres  of  a  single  cost  jointly  eaused.  Allocation  aims  to  find  what  each  service  ootU; 
apportionment  aims  to  determine  what  each  service  ouffM  to  poy.  .  .  .  Combining  the 
tfpo  figures  seems  Uke  adding  quarts  to  feet.  The  desirable  course  would  seem  to  be  to 
ittulie  the  total '  eost '  into  its  constituent  elements,  one  marked  '  Matter  of  Fact  — 
AOoeated  Cost  of  Service '  and  the  other  labeled  *  Matter  of  Opinion  —  Mathematical 
Photograph  of  Witness's  Sense  of  Justice.' " 
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nately,  however,  little  progress  has  been  made  in 
standardizing  the  accounting  practice.  Both  as  be- 
tween the  railroads  themselves  and  as  between  the 
raihx)ads  and  public  accountants  (as  well  as  between 
the  public  accountants  themselves)  there  is  much  con- 
fusion and  conflict. 


II 

During  the  first  seven  years  of  the  Interstate  Com- 
merce Commission's  jurisdiction  over  the  accounts  and 
statistics  of  interstate  carriers  (from  July  1,  1887,  to 
June  30,  1894)  the  Commission  required  the  raib-oads 
to  report  their  operating  expenses  separately  as  between 
the  freight  and  passenger  services.  Definite  rules,  how- 
ever, were  not  promulgate,  and  much  latitude  was 
allowed  the  railroad  accountants.  The  early  reports 
of  the  Commission  contain  tabulations  which  purport 
to  show  not  only  the  average  revenue  per  passenger 
mile  and  per  ton  mile,  but,  as  well,  the  operating 
expenses  applicable  to  each  unit  of  service.  On  their 
face,  the  figures  gave  an  indication  of  the  relative 
remunerativeness  of  each  class  of  service,  but  as  the 
experience  of  seven  years  developed  serious  difficulties 
in  practice,  and  as  the  results  were  widely  discredited 
both  by  the  railroads  and  public  regulating  authorities,^ 
the  Interstate  Commerce  Commission  withdrew  the 
requirement.  The  First  Revised  Issue  of  the  Classificar 
turn  of  Operating  Expenses  (effective  July  1,  1894) 
omitted  any  reference  to  the  subject. 

>  '*  The  imt  of  aetual  pnotioe  fails  to  aatiafy  ub  that  these  rules  are  of  any  utility 
either  to  the  eompanies,  the  states  or  the  nation.  Indeed,  if  not  substantially  oorreel 
they  eoold  not  be  espeoted  to  be  useful  and  may  prove  positively  vicious.  We  know 
vhat  results  have  been  reached  by  the  application  of  these  rules  for  division  which  srs 
grosdy  erroneous  not  tossy  preposterous.*'  From  Report  of  Committee  on  Uniformity 
of  Aooounts.  Prooeedinvi  of  the  Fourth  (1802)  Annual  Convention  of  the  Matiooal 
Association  of  Railway  Commissions,  p.  23. 
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Now,  after  a  lapse  of  twenty-one  years,  during  which 
the  authority  over  raih-oad  accounting  has  been  made 
absolute,  the  Interstate  Commerce  Commission  has 
renewed  the  requirement.  Effective  July  1,  1915, 
carriers  having  annual  operating  revenues  of  $1,000,000 
or  more,  are  instructed  to  report  a  division  of  operating 
expenses  in  accordance  with  the  Commission's  Rides 
Governing  the  Separatum  of  Operating  Expenses  between 
Freight  Service  and  Passenger  Service  on  Large  Steam 
Railways. 

Briefly,  the  Commission,  while  avoiding  extreme 
particularity  in  its  instructions,  lays  down  the  general 
principles  that: 

(1)  Such  expenditxu'es  as  may  be  definitely  and 
accurately  allocated  should  be  reported  separately. 

(2)  Such  expenditures  as  may  not  be  definitely  and 
accurately  allocated,  but  which  are  susceptible  of 
apportionment  on  some  basis  which  will  approximately 
represent  the  facts,  should  be  pro-rated. 

(3)  Such  expenditures  as  those  which  defy  any  ac- 
curate or  even  any  approximate  allocation  or  appor- 
tionment should  be  reported  as  '^  imdivided,"  the 
Commission  to  determine  later,  or  as  needed  in  special 
cases,  how  the  undivided  items  should  be  split  between 
the  two  classes  of  service.  * 

The  three  divisions,  then,  are: 

(a)  Direct  charges. 

(6)  Indirect  charges  susceptible  of  approximate 
separation. 

(c)  Overhead  or  other  joint  costs  which  are  very 
dijficult  to  separate. 

In  the  first  group  are  the  wages  of  the  locomotive  and 
train  crews,  the  cost  of  locomotive  fuel,  the  mainten- 
ance, of  motive  power  and  other  rolling  stock,  the 
charges  to  freight  claims  and  baggage  claims,  and  other 
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minor  items  of  expense  which  may  be  kept  entirely 
distinct  by  classes  of  service. 

In  the  second  group  are  such  accounts  as  station  ser- 
vice,  which  may  be  directly  allocated  in  a  large  part, 
the  remainder  to  be  divided  in  proportion  to  ''  man 
hours  "  in  each  class  of  service;  yard  service,  directly 
allocable  in  part,  the  remainder  to  be  separated  in 
proportion  to  ''  locomotive  hours  "  in  each  class  of 
service. 

In  the  third  group  are  most  of  the  items  under 
maintenance  of  way  and  structures,  such  as  roadway 
maintenance,  the  renewals  of  rails,  ties  and  ballast,  and 
the  maintenance  of  work  equipment.  It  includes  as 
well  all  items  classified  as  general  expenses. 

Throughout  the  maintenance  of  way  group,  which 
presents  the  most  difficult  problems  in  apportionment, 
the  Conmiission  requires  that  under  each  account  such 
expenses  as  may  be  directly  traced  or  recorded  should 
be  charged  either  to  the  freight  or  to  the  passenger 
service,  the  remainder  to  be  regarded  as  joint  expenses 
and  reported  as  undivided.  Superintendence,  for  ex- 
ample, is  to  be  reported  as  undivided.  With  respect 
to  maintenance  of  station  buildings,  the  rules  require 
that  carriers  keep  a  record  of  maintenance  costs  of 
freight  stations  (to  be  charged  to  freight)  and  of  passen- 
ger stations  (to  be  charged  to  passenger)  and  that  the 
remainder  should  be  pro-rated  in  the  same  proportion 
as  the  direct  charges  to  that  account.  All  roadway  and 
track  expenses,  with  the  exception  of  yard  track  main- 
tenance (which  is  to  be  recorded  separately  and  divided 
between  freight  and  passenger  in  proportion  to  switch 
locomotive  miles  in  each  class  of  service)  and  main- 
tenance of  roadway  buildings,  are  to  be  reported  as 
undivided.  Maintenance  of  water  and  fuel  stations  is 
to  be  divided  on  the  basis  of  the  freight  and  passenger 
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proportions  of  fuel  costs.  Maintenance  of  shops  and 
engine  houses  is  to  be  divided  in  the  proportion  which 
the  freight  and  passenger  services  assume  in  the  total 
charges  to  the  maintenance  of  equipment  group  of 
expenses.  The  cost  of  maintaining  grain  elevators, 
storage  warehouses,  and  the  like,  is  to  be  assigned 
directly  or  apportioned  according  to  the  facts  in  indi- 
vidual instances.  The  maintenance  cost  of  telegraph 
and  telephone  lines,  and  of  signals  and  interlockers,  is 
to  be  divided  on  the  basis  of  transportation  train  miles. 
Power  plant  maintenance  is  to  be  assigned  according 
to  facts  in  individual  instances.  Maintenance  cost  of 
paving,  roadway  machines,  etc.,  and  the  charges  to 
injuries  to  persons,  insxu'ance,  stationery  and  printing, 
and  other  maintenance  of  way  expenses  are  to  be 
reported  as  undivided,  unless  a  determination  of  facts 
in  individual  instances  makes  definite  allocation  pos- 
sible. The  cost  of  maintaining  joint  tracks  and  other 
joint  facilities  should,  as  far  as  practicable,  be  treated 
individually  according  to  the  use  made  of  them  by  the 
reporting  carrier,  regardless  of  the  use  made  of  them  by 
other  carriers. 

Under  maintenance  of  equipment  expenses  one  item 
only  (work  equipment  —  repairs,  depreciation  and 
retirements)  is  to  be  reported  as  undivided.  The  main- 
tenance of  work  equipment  is  to  be  regarded  as  an 
undivided  expense  and  should  be  treated  in  the  same 
manner  as  roadway  and  track  costs.  With  respect  to 
the  maintenance  and  replacement  of  locomotives  and 
ears  (other  than  work  equipment)  the  railroads  are 
required  to  keep  their  accounts  in  such  form  that  the 
actual  cost  of  repairing  and  replacing  of  freight  loco- 
motives and  cars  shall  be  charged  to  the  freight  service, 
and  that  the  similar  costs  for  passenger  locomotives  and 
cars  shall  be  charged  to  the  passenger  service.    In  the 
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case  of  locomotives  used  in  both  classes  of  service,  the 
expense  is  to  be  pro-rated  on  the  basis  of  locomotive 
miles  in  each  class  of  service,  altho  permission  is  given 
to  use  ''  some  arbitrary  deemed  by  the  carrier  to  be 
applicable,  as,  for  example,  by  making  one  and  a  half 
passenger  locomotive  miles  equivalent  to  one  freight 
locomotive  mile."  The  cost  of  maintaining  locomotives 
used  in  mixed  train  service  is  to  be  apportioned  on  the 
basis  of  car  miles  in  mixed  trains  (unless  the  carrier  is 
able  to  make  a  more  nearly  acctu'ate  estimate),  and  the 
maintenance  cost  of  switch  locomotives  is  to  be  divided 
according  to  the  freight  and  passenger  switching  loco- 
motive miles.  For  the  latter  account  the  railroads  are 
permitted  to  take  all  yards  together  annually.  This  is 
essentially  a  "locomotive  hom*"  basis,  since  switching 
locomotive  mileage  is  computed  on  the  arbitrary  basis 
of  six  miles  per  hour,  according  to  the  rules  of  the  Com- 
mission pertaining  to  the  compilation  of  locomotive, 
train  and  car  mileage. 

For  the  charges  on  account  of  depreciation  and  retire- 
ments of  locomotives  and  cars  the  rules  require  an 
assignment  '^  direct  as  far  as  practicable,"  and  an 
apportionment  of  the  imassigned  remainder  "according 
to  the  mileage  made  in  each  class  of  service  by  the 
individual  locomotives  (or  cars)  or  by  classes  of  loco- 
motives (or  cars)."  In  the  case  of  locomotives  alone 
"if  this  method  is  not  practicable,  then  the  division 
should  be  made  according  to  the  aggregate  freight  loco- 
motive and  passenger  locomotive  ton  mileage  of  the 
locomotives  affected  for  the  year,  or  upon  some  other 
basis  deemed  by  the  carrier  to  be  more  nearly  accurate." 

Charges  to  superintendence  (maintenance  of  equip- 
ment), shop  machinery,  power  plants,  floating  equip- 
ment, miscellaneous  equipment,  injuries  to  persons, 
ilisurance,  stationery  and  printing,  and  other  main- 
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tenance  of  equipment  expenses,  are  to  be  apportioned 
on  the  same  basis  as  the  freight  and  passenger  propor- 
tions of  repairs  of  locomotives  and  cars.  The  same 
basis  is  to  apply  to  maintaining  joint  equipment  at 
terminals  '' unless  a  knowledge  of  local  conditions 
enables  a  carrier  to  make  a  more  nearly  accurate  esti- 
mate. Each  terminal  should,  as  far  as  practicable,  be 
treated  individually.'' 

The  entire  group  of  traffic  expenses  is  to  be  assigned 
directly.  This  is  usually  practicable,  in  as  much  as  the 
freight  traffic  department  and  the  passenger  traffic 
department  are  ordinarily  distinct  and  separate  below 
the  executive  offices.  Common  traffic  expenses  are  to 
be  apportioned  on  the  basis  of  the  directly  assigned 
expenses  in  this  general  account. 

In  the  group  of  transportation  expenses  no  items  are 
to  be  reported  as  undivided.  The  cost  of  dispatching 
trains  is  to  be  apportioned  according  to  transportation 
train  miles.  The  cost  of  station  employees  and  station 
supplies  and  expenses  is  to  be  charged  according  to 
direct  analysis,  the  conunon  expenses  to  be  apportioned 
as  in  the  case  of  superintendence  (to  be  mentioned 
later).  Charges  to  weighing,  inspection  and  demur- 
rage bureaus,  and  to  coal  and  ore  wharves  operation,  are 
to  be  assigned  directly.  The  yard  group  of  expenses  is  to 
be  assigned  directly  as  far  as  practicable,  the  unassigned 
remainder  to  be  apportion^  in  accordance  with  the 
freight  and  passenger  yard  switching  locomotive  miles 
of  the  year,  each  yard  to  be  treated  individually,  if 
practicable,  but  at  least  excluding  the  mileage  of  those 
yards  which  have  been  treated  as  wholly  freight  or 
wholly  passenger.  In  the  cost  of  operating  joint  yards 
and  terminals,  each  yard  or  terminal  is  to  be  treated 
individually,  and  a  separation  made  according  to  local 
conditions. 
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The  wages  of  train  enginemen,  motonnen  and  train 
crews,  the  cost  of  fuel,  water  and  other  locomotive 
supplies,  and  the  cost  of  train  supplies,  are  to  be  assigned 
directly  as  far  as  practicable,  common  expenses  to  be 
divided  on  the  basis  of  the  direct  assignments  in  each 
account.  The  charges  to  road  engine-house  expense  are 
to  be  divided  according  to  the  number  of  engines 
handled  for  each  class  of  service,  an  arbitrary  to  be 
used,  if  deemed  proper,  to  give  freight  locomotives  a 
greater  weight  than  passenger  locomotives.  Operation 
of  sleeping  cars,  express  service  and  ba^age  claims  are 
to  be  charged  direct  to  passenger.  The  cost  of  settling 
freight  claims  is  to  be  charged  direct  to  freight.  Charges 
to  signal  operation  and  crossing  protection  are  to  be 
apportioned  on  a  transportation  train  mile  basis.  The 
expense  of  clearing  wrecks  is  to  be  assigned  directly, 
as  far  as  practicable,  according  to  the  service  in  which 
the  accident  occiured  and  not  according  to  the  respon- 
sibility for  the  accident,  the  unassigned  remainder  to 
be  divided  (like  superintendence)  on  the  basis  of  the 
entire  assignable  items  in  the  transportation  ex- 
penses group.  The  charges  to  damage  to  property, 
damage  to  live  stock  on  right  of  way,  and  injuries 
to  persons,  are  to  be  treated  the  same  as  clearing 
wrecks.  The  remaining  transportation  accounts  — 
namely,  superintendence,  train  power  purchased  and 
produced,  operating  floating  equipment,  stationery 
and  printing,  insurance,  and  other  transportation  ex- 
penses—  are  to  be  divided  according  to  the  freight 
and  passenger  proportions  of  the  aggregate  of  the 
assignable  items  in  the  transportation  group.  The 
cost  of  operating  joint  tracks  and  facilities  is  to  be 
similarly  treated  ''unless  a  knowledge  of  local  con- 
ditions enables  the  carrier  to  make  a  more  nearly 
accxu'ate  estimate." 


Digitized  by  VjOOQIC 


RAILROAD  OPERATING  EXPENSES  219 

Transportation  expenses  of  water  lines,  ndscellan- 
eous  operations,  and  general  expenses,  are  to  be  assigned 
directly  as  far  as  practicable,  the  remainders  to  be 
reported  as  undivided  ''  unless  a  knowledge  of  local 
conditions  makes  possible  a  more  nearly  accurate 
estimate." 

Carriers  are  required  to  indicate  the  total  amoimt  of 
credit  which  should  be  given  to  the  freight  service  for 
woric  (such  as  cairying  company  fuel  and  other  company 
supplies)  performed  for  the  passenger  service,  and 
vice  versa. 

Ill 

In  the  hearings  on  this  subject,  following  the  publicsr 
tion  by  the  Commission  of  the  tentative  rules  for  sepa- 
rating expenses,  there  was  an  apparent  acceptance  of  the 
principle  that  such  separation  is  necessary,  and  no 
serious  differences  in  opinion  developed  as  to  the 
methods  proposed,  except  with  reference  to  those 
applying  to  maintenance  of  way  and  structures  expenses 
which  are  common  both  to  freight  and  passenger  ser- 
vices. The  representatives  of  state  commissions 
advocated  the  use  of  the  '^  gross  ton  mile  "  basis,  while 
the  representatives  of  some  of  the  railroads  favored 
^*  engine  ton  miles."  By  gross  ton  miles  is  meant  the 
weight  of  the  train  behind  the  locomotive  tender  — 
cars  and  contents  —  times  the  miles  made  by  the  train. 
By  engine  ton  miles  is  meant  the  tons  of  locomotive  — 
ready  for  service  (excluding  the  tender)  —  times  the 
miles  made  by  the  locomotive.  In  both  cases  the  ton 
is  taken  as  2,000  pounds. 

In  the  opinion  of  the  Commission,  as  expressed  in  the 
foreword  to  the  rules  as  finally  promulgated,  the  facts 
and  arguments  presented  did  not  at  that  time  warrant 
the  final  approval  of  the  Commission  of  any  one  of  the 
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three  bases  suggested^  namely,  gross  ton  miles,  engine 
ton  miles,  or  direct  chaises,  as  the  divisor  for  joint  main- 
tenance of  way  expenses.  Carriers  are  required,  until 
further  notice,  to  compute  engine  ton  mile  data,  and 
the  relative  merits  of  the  three  bases,  or  modifications 
thereof,  are  to  be  finisher  considered  by  the  Commission 
with  the  aid  of  the  statistics  thus  made  available. 

The  absence  of  definite  instructions  to  govern  in  the 
controversial  features  connected  with  the  separation  of 
the  maintenance  of  way  expenses  is  unf  ortimate.  The 
Commission,  evidently,  is  unwilling  as  yet  to  commit 
itself  to  hard  and  fast  rules.  In  recent  cases  (partic- 
ularly the  Western  Passenger  Fares  case  to  be  referred 
to  later)  it  has  taken  pains  to  make  clear  that  where 
apportionments  of  expenses  have  been  accepted,  the 
Commission  has  not  thereby  given  approval  to  any 
particular  formula  for  maintenance  of  way  expenses. 
Apparently,  fiuther  time  is  desired  to  consider  conflict- 
ing evidence  as  to  the  fairness  and  propriety  of  the 
alternative  bases,  and  to  observe  the  effect  of  the  1915 
rules  pertaining  to  the  subject.  In  the  meantime, 
the  railroads  hesitate  to  commit  themselves  to  any  one 
formula,  fearing  that  it  may  not  have  a  place  in  the 
next  edition  of  the  Commission's  rules.  The  separation 
of  the  maintenance  expenses,  and  necessarily  of  the 
total  operating  expenses,  is  but  partially  accomplished, 
and  the  tendency  on  the  part  of  the  railroads  will 
probably  be  to  report  a  large  part  of  expenses  as 
"  undivided.'' 

As  has  already  been  stated,  it  is  in  connection  with  the 
separation  of  maintenance  of  way  expenses  that  there 
exists  the  greatest  diversity  and  divergence  in  opinion 
and  practice.  Such  items  as  roadway  maintenance,  tie 
renewals,  and  repairs  to  bridges,  trestles,  and  culverts, 
form  the  most  bafiBing  of  apportionment  problems. 
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The  cost  of  maintainiiig  the  roadbed  and  track  struc- 
tures is  influenced  by  many  factors.  These  factors  may 
be  classified  into  at  least  three  groups: 

(1)  NatiutJ  deterioration  or  disintegration;  caused 
by  the  elements. 

(2)  Wear  and  tear;  caused  by  locomotive  and  car 
use. 

(3)  Standard  of  maintenance;  determined  by  the 
policy  of  the  management. 

The  effect  of  the  elements  is  seen  in  the  decay  of  ties, 
the  wasting  or  fouling  of  the  ballast  by  rain,  high  water, 
and  winds,  the  clogging  of  the  ditches,  the  erosion  of 
slopes  and  embankments,  the  corrosion  of  rails,  rail 
fasteningis,  tie  plates,  bridge  members,  and  other  steel 
structures,  and  the  deterioration  of  buildings  and  other 
wooden  structiu^.  This  deterioration  or  waste  is 
entirely  independent  of  and  bears  practically  no  rela- 
tion to  the  use  to  which  the  track  and  structures  are 
put.* 

As  to  what  proportion  of  the  cost  of  repairs  and 
renewals  is  due  to  the  action  of  the  elements  and 
what  proportion  is  due  to  the  wear  and  tear  of  train 
traffic,  there  are  no  exact  data,  and  the  opinions  of 
engineers  and  accountants  differ  widely.  In  the  Buell 
case  *  the  Chicago,  Milwaukee,  and  St.  Paul  Railway 
set  the  percentage  due  to  the  elements  at  25  per  cent. 
To  this  the  Wisconsin  Commission  properly  took  excep- 
tion, as  the  weight  of  opinion  is  decidedly  against  such  a 
low  percentage.  Woodlock,  in  his  monograph  on  Ton 
Mile  Cost  estimates  that  90  per  cent  of  the  cost  of  main- 
taining the  roadbed  is  due  to  natural  deterioration. 
Other  authorities  quoted  by  the  Wisconsin  Commission 

>  Thm  Btandard  of  maintemuioe  will  naturally  be  higher  on  the  road  with  heavy 
traffic,  and  the  point  at  iHiieh  deterioration  will  cause  a  remoyal  and  renewal  of  parts 
wiD  be  reaehcd  sooner  than  on  the  road  with  light  traffic. 

*  1  Wis.  R.  It  Cknn.  834. 
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support  percentages  similarly  high.  For  tie  renewals, 
Woodlock  charges  67  per  cent  to  decay.  For  bridge 
maintenance  he  sets  the  percentage  due  to  the  elements 
at  90  per  cent.  The  Wisconsin  Commission  decided 
that  m  the  case  of  ties  between  two-thirds  and  three- 
quarters  would  be  fair,  and  as  to  bridge  maintenance 
costs  (consisting  largely  of  charges  for  painting)  the 
percentage  given  by  Woodlock  was  approved. 

As  a  practical  matter  little  is  to  be  gained  by  attempt- 
ing to  separate  maintenance  costs  between  those  due 
to  the  elements  and  those  due  to  traffic,  unless,  as  was 
true  in  the  Buell  case,  different  bases  were  used  in 
separating  the  two  component  parts  of  maintenance 
expenses  between  the  freight  and  passenger  serviced. 
In  some  computations  the  cost  due  to  wear  and  tear 
was  divided  according  to  use,  as  expressed  by  locomotive 
or  train  miles  or  combinations  of  the  two,  and  the  cost 
due  to  elements  was  divided  on  the  basis  of  road  or  track 
miles,  or  on  gross  revenues.  In  the  Buell  case  the  Wis- 
consin Commission  adopted  such  a  method  because  it 
was  considered  unfair  to  the  state  of  Wisconsin,  in 
which  the  traffic  density  of  the  railroad  was  greater 
than  in  other  states,  to  charge  that  state  with  its  train 
mile  proportion  of  all  maintenance  of  way  expenses 
when  only  a  part,  and  a  relatively  small  part,  was  due 
to  the  wear  and  tear  of  traffic.  The  Commission, 
therefore,  decided  that  the  wear  and  tear  proportion 
only  should  be  apportioned  on  train  miles  and  that  the 
remainder  should  be  apportioned  on  road  miles.  This 
method,  of  course,  had  the  effect  of  reducing  the  charge 
to  Wisconsin. 

The  wear  and  tear  of  the  roadbed,  track  structure, 
and  bridges,  trestles  and  culverts  are  caused  by  the  action 
of  locomotive  and  car  wheels.  The  degree  of  wear  and 
tear,  and  of  stress  or  shock,  varies  in  some  degree  with 
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the  wheel  load,  the  diameter  of  the  wheel,  and  the  speed. 
It  is  influenced  also  by  the  design  of  the  locomotive  and 
cars  in  such  particulars  as  length  of  rigid  frame,  counter- 
balances in  driving  wheels,  quality  of  springs  and  riding 
characteristics  of  trucks.  The  wear  and  tear  and  shock 
are  felt  first  and  in  greatest  degree  by  the  rail  and  rail 
fastenings;  next  by  the  bridges  and  trestles;  and  least 
by  the  ballast  and  roadbed. 

The  policy  of  a  railroad  company  with  respect  to  the 
standard  of  roadway  maintenance  is  influenced  by  the 
financial  ability  of  the  company  and  by  the  character 
of  the  traffic.  A  prosperous  road  with  a  dense  pas- 
senger traffic  usually  adopts  a  higher  standard  of  main- 
tenance, and  expends  more  money  on  that  account, 
than  the  poorer  road  with  little  passenger  service.  So 
far  as  safety  in  operation  is  concerned,  there  may  be 
little  difference  between  the  two  roads.  Looking  at  the 
subject  from  the  viewpoint  of  cost  accounting,  how- 
ever, we  are  perplexed  in  our  efforts  to  determine  the 
proper  division  of  the  extra  cost  on  the  first  road.  How 
are  we  to  determine  just  what  the  excess  amounts  to  ? 
Is  it  proper  to  charge  all  of  the  excess  to  the  passenger 
service  when  the  freight  service  is  benefited  as  well  ? 
Modem  signaling,  as  an  example,  is  usually  regarded  as 
an  essential  to  safe  passenger  train  operation,  yet  the 
cost  of  these  signals  may  be  and  usually  is  fully  justified 
by  the  assistance  which  the  signals  afford  to  freight 
trains  and  the  consequent  increase  in  the  capacity  of 
the  road  to  move  more  trains.  It  may  be  fairly  allied, 
however,  that  higher  standards  of  maintenance,  such 
as  the  use  of  crushed  stone  ballast,  are  due  principally 
to  the  demands  of  the  passenger  service. 

In  testifjdng  before  the  Interstate  Commerce  Com- 
mission in  the  Western  Passenger  Fares  case  in  1915, 
Mr.  George  R.  Martin,  then  Comptroller  and  now  Vice- 


Digitized  by  VjOOQIC 


224  QUABTBRLY  JOURNAL  OF  ECONOMICS 

President  of  the  Great  Northern  Railway,  stated 
(pages  231&-16,  stenographer's  record) : 

Then  if  you  are  going  to  put  on  a  fast,  heavy  passenger  service,  you 
would  have  to  raise  the  standard  of  maintenance  to  another  level, 
and  the  difference  between  this  first  level  and  the  second  level  is 
entirely  on  account  of  passenger  train  service  that  is  going  over  that 
line.  On  the  main  line,  where  the  through,  heavy  passenger  trains 
run,  beyond  a  certain  point  or  standard  of  maintenance  there  is  an 
expense  up  to  another  standard  which  is  entirely  chargeable  to 
passenger  service,  in  my  opinion.  .  .  .  [To  raise  the  standard] 
ordinarily  you  would  put  in  heavier  rail,  probably  increase  the 
number  of  ties  to  the  rail,  increase  the  quantity  of  ballast,  and  in 
connection  with  that,  probably  it  would  be  necessary  to  widen  the 
banks.   The  same  thing,  of  course,  applies  to  the  bridges.  .  .  . 

There  would  be  a  greater  lift  of  ballast  and  it  would  come  out  more 
as  a  shoulder  beyond  the  ends  of  the  ties.  The  re-working  that  you 
speak  of,  would,  of  course,  be  an  improvement;  that  is,  it  would 
]»9ep  the  track  in  better  shape;  the  more  labor  you  put  on  to  keep 
up  the  roadbed  and  to  keep  the  shoulders  in  place  so  the  track  wiU 
hold  where  it  is,  ndiere  it  should  be,  of  course,  brings  the  track  to  a 
better  standard  than  it  would  be  if  you  did  not  re-work  it. 

The  classification  of  the  Interstate  Commerce  Com- 
mission ignores  the  factors  of  natxiral  deterioration  and 
standard  of  upkeep.  As  a  rule,  too,  the  railroad  ac- 
counts and  public  accountants  take  no  specific  account 
of  these  influences  on  maintenance  costs.  In  a  few 
caseS;  such  as  the  Buell  case  already  mentioned,^  a 
distinction  is  made  between  wear  and  tear  and  deteri- 
oration, and  the  two  elements  are  recognized  by 
different  methods  of  apportionment. 

^  See  reference  to  Buell  case  on  p.  210.  Sunilftr  dlstmotion  made  in  sUtiBtioB  pre- 
■ented  in  the  Claas  Rate  Advance  cose  (I.  C.  C.  Docket  SfiOa).  The  Rock  Uand  main- 
tenance eipenaea  were  apportioned  on  three  basea:  (1)  that  used  by  the  Roek  Uand  in 
ita  own  accounts;  (2)  that  provided  by  the  Nebraska  formula;  and  (3)  that  provided  by 
the  Missouri  formula.  Under  bases  1  and  3  the  total  maintenance  of  way  expenses 
were  apportioned  on  train  miles,  but  under  the  Nebraska  formula  10  per  cent  of  aoeh 
expenses  were  divided  on  train  mOes  and  00  per  cent  on  operating  revenues. 

In  the  Railway  Mail  Inquiry,  1012,  the  Post  Office  Department,  in  making  its  own 
separation  of  expenses  from  the  figures  presented  by  the  railroad  companies,  divided 
certain  maintenance  expenses  10  per  cent  on  train  miles  and  00  per  cent  on  direoi 
charges  under  maintenance  of  equipment  and  transportation. 
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IV 

Among  the  various  bases  which  have  been  used  or 
suggested  from  tune  to  tune,  the  following  may  be 
mentioned: 

(1)  Train  miles. 

(2)  Train  miles  and  switch  locomotive  miles  com- 
bined. 

(3)  Train  ton  miles  (gross  ton  miles). 

(4)  Locomotive  miles,  road  service  only. 

(5)  Locomotive  miles,  road  and  switching. 

(6)  Locomotive  ton  miles. 

(7)  Car  miles. 

(8)  Train  miles  and  car  miles  combined. 

(9)  Weighted  train  ton  miles  and  locomotive  miles 
combined. 

(10)  Direct  expenses. 

(11)  Operating  revenues. 

(12)  Tons  of  fuel  consumed  by  road  and  switch 
locomotives. 

The  train  mile  basis  is  the  oldest  and  has  been  that 
most  generally  used.  It  was  prescribed  by  the  Inter- 
state Commerce  Commission  in  its  first  (1887)  clas- 
sification of  expenses,  and  prior  to  then  had  been  used 
by  the  Pennsylvania  Railroad  and  other  railroads  in 
separating  their  expenses.  It  was  understood,  however, 
and  the  Pennsylvania  Railroad  has  always  been  careful 
to  make  the  qualification,  that  the  results  were  worked 
out  only  for  the  purposes  of  administrative  control  of 
expenses,  and  were  not  in  any  sense  to  be  considered 
"  costs  "  from  which  any  conclusions  could  properly  be 
reached  in  considering  rates. 

When  the  train  mile  basis  was  first  used  by  the  Penn- 
sylvania Railroad  the  differences  between  the  average 
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freight  train  and  the  average  passenger  train  were  not 
so  great  as  they  are  at  the  present  time.  Freight  trains 
then  were  little  longer  or  heavier  than  passenger  trains. 
Approximately  the  same  tyi)e  of  locomotive  was  used 
interchangeably  in  both  classes  of  service.  The  train 
mile  then  was  a  fairly  accurate  unit  for  measuring  joint 
costs.  It  was  believed  that  the  greater  speed  of  the 
passenger  train  justified  a  charge  equal  to  that  levied 
against  the  heavier  but  slower  moving  freight  train. 

At  the  present  time  the  average  freight  train  consists 
of  approximately  thirty-six  cars,  loads  and  empties, 
which  weigh  approximately  1200  tons.  The  average 
passenger  train  has  about  six  cars  which  weigh  approxi- 
mately 380  tons.*  The  weight  of  the  average  freight 
train,  therefore,  is  more  than  three  times  the  weight  of 
the  average  passenger  train,  and  the  former  has  about 
six  times  the  number  of  cars. 

It  is  obvious  that  the  use  of  the  train  mile  basis 
charges  the  passenger  service  as  much  for  six  cars  or  380 
tons  as  it  charges  the  freight  service  for  thirty-six  cars 
or  1200  tons.  This  charges  too  much  to  the  passenger 
service,  even  when  an  allowance  is  made  for  its  greater 
speed.  The  speed  of  the  passenger  train  undoubtedly 
causes  additional  stress  and  shock,  and  adds  to  wear 
and  tear,  but  it  is  too  much  to  say  that  the  speed  factor 
equalizes  the  weight  factor,  or  that  the  effect  on  main- 
tenance costs  by  either  train  is  about  the  same.  If  that 
were  true,  it  would  follow  that  the  lighter  passenger 
train  causes  three  times  as  much  damage  per  ton  of  (rain, 
or  between  four  and  five  times  as  much  per  wheel. 

The  Wisconsin  Commission,  in  considering  the  Buell 
case,  asked  Professor  W.  D.  Pence,  of  the  engineering 
department  of  the  University  of  Wisconsin,  for  his 

>  Tbis  Kvengfi  is  for  all  piwwnger  tndna  —  through,  suburbaii  and  branch  line.  A 
modem  thronsh  ezivreaB  train,  conaiBting  of  eight  ateel  ean,  wogha  about  650  tooa. 
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opinion  on  the  relative  destructiveness  of  passenger  and 
freight  trains.  His  report,  as  siimmarized  by  the 
Conunission,  was: 

The  wear  of  the  wheel  tread  is  a  good  basis  for  estimating  the  wear 

of  rails. 

The  wear  of  the  drivers  is  more  rapid  on  freight  than  on  passenger 

locomotives. 

The  wear  of  drivers  on  passenger  locomotives  is  not  increased  as 

speed  increases. 

Hammer  blows  of  drivers  is  frequently  more  injurious  to  rails  with 

freight  service  than  with  passenger. 

Passenger  rolling  stock  Is  less  severe  on  the  track  and  structures  than 

freight  cars. 

Rail  deflections  and  roadbed  pressures  do  not  increase  directly  as 

the  speed. 

Cost  of  raising  and  tamping  track  is  not  increased  with  increased 

proportion  of  passenger  trains. 

Tie  renewals  are  chiefly  due  to  decay. 

Notwithstanding  this  definite  expert  testimony,  there 
is  force  to  the  contention  that  the  element  of  speed 
should  have  serious  consideration,  even  tho  with  the 
average  train  at  average  speed  this  factor  is  not  a  con- 
trolling element  in  maintenance  expenses.  The  design 
of  the  locomotive  aims  to  compensate,  in  some  measure, 
for  the  effect  of  speed.  Passenger  locomotive  drivers 
are  larger  and  are  counterbalanced  for  speed. 

The  views  in  opposition  to  the  testimony  of  Professor 
Pence  were  well  expressed  by  Mr.  George  R.  Martin 
in  the  Buell  case.  Mr.  Martin,  while  then  and  now  in 
charge  of  the  accounting  department  of  the  Great 
Northern  Railway,  has  had  extensive  railroad  experi- 
ence in  the  operating  department,  and  at  one  time  was 
general  superintendent  of  the  Montana  Central  Rail- 
way in  charge  of  both  operation  (including  maintenance) 
and  construction.  His  views,  as  a  broadly  trained 
operating  and  accounting  officer,  are  entitled  to  respect. 
In  his  testimony  he  stated  (page  2313,  stenographer's 
record): 
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The  repairs  of  the  track  structure,  of  which  you  speak,  are  to  my 
mind  caused  to  a  greater  extent  by  the  speed  than  by  the  weight; 
that  is,  the  speed  of  the  trains  in  passing  over  the  track  has  a  great 
deal  of  effect  in  the  wearing  out  of  the  track,  and  that  refers  very 
particularly  to  the  portions  of  the  track  where  there  are  breaks  in 
the  running  surface.  Of  course,  that  means  every  joint  or  every 
frog,  or  wherever  there  may  be  a  break  in  the  running  surface.  .  .  . 
The  speed  involves  a  blow  at  the  joints  and  breaks  them  down,  both 
as  to  the  rails  themselves  and  the  rail  fastenings  and  the  support 
that  is  given  by  the  ballast  and  the  sub-grade. 

The  advocates  of  the  train  mile  basis  contend  further 
that  it  is  the  locomotive  v^hich  causes  the  greatest  v^ear 
and  tear  to  the  track.  This  contention^  too,  has  force. 
Engineering  authorities  support  the  general  statement, 
but  differ  in  their  estimates  of  the  weight  to  be  given.^ 

The  subject  has  had  the  attention  of  the  American 
Railway  Engineering  Association.  In  1913  a  com- 
mittee of  that  association  presented  an  elaborate  report, 
which  suggested  a  method  for  ^Veighting"  locomotives 
and  cars  in  the  two  classes  of  service  according  to  their 
relative  destructiveness  on  track  and  structures.  The 
conunittee's  recommendations  stated  in  ratios,  were 
that: 

Ton  miles  in  freight  service  should  be  considered  as 
100. 

Ton  miles  in  passenger  service  should  be  considered 
as  200. 

Locomotive  miles  in  freight  service  should  be  con- 
sidered as  200. 

Locomotive  miles  in  passenger  service  should  be 
considered  as  400. 

>  '*  The  looomotive  alone  oauMB  by  far  the  greater  portion  of  this  wear  —  how  mnoh 
is  not  posittvely  known.  Freyoinet,  a  French  engineer,  writer,  and  politician  of  muoh 
prominence,  recently  Minister  of  Public  Works,  estimates  that  the  locomotive  does 
three-fourths  of  the  damage  and  the  train  itself  only  one-fourth.  Launhardt,  a  Oennan 
writer  on  the  subject,  after  noting  the  fact  that  the  locomotiTe  and  tender  together 
oonstitute  only  one-fifth  of  the  total  weight  of  train  on  the  Prussian  state  railways  (it 
would  be  considerably  less  in  this  country)  considers  that  half  the  wear  is  due  to  the 
looomotive  and  tender  and  half  to  the  train.  This  in  all  probability  is  a  very  moderate 
estimate."  A.  M.  Wellington,  Economic  Theory  of  Bailway  Location,  6th  ed..  1906. 
p.  122. 
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The  association  declined  to  commit  itself  to  the 
formula.  ''There  was  vigorous  opposition  to  these 
views,  some  engineers  pointing  out  that  although  pas- 
senger traffic,  as  a  rule,  required  more  expensive  road- 
bed and  better  up-keep,  the  freight  trains  were  relatively 
as  destructive  of  track,  if  not  more  so  of  track  structure. 
The  whole  matter  was,  therefore,  referred  to  the  com- 
mittee for  further  study,  and  no  subsequent  report  has 
yet  been  made."  * 


The  gross  ton  mile  basis  (total  weight  of  train  —  cars 
and  contents  —  multiplied  by  the  train  mileage)  is 
highly  favorable  to  the  passenger  service.  This  meUiod 
was  advocated  by  representatives  of  certain  state 
commissions,  and  is  approved  by  some  railroads  which 
keep  such  statistics  currently  as  a  check  on  operating 
efficiency.  The  average  passenger  train  has  less  than 
one-third  the  weight  of  the  average  freight  train. 
Moreover,  it  takes  no  account  whatever  of  speed,  nor  of 
the  weight  and  greater  destructiveness  of  the  loco- 
motive alone  as  compared  to  the  wear  and  tear  of  the 
cars  alone.  It  is  hardly  probable  that  the  gross  ton 
mile  basis  will  ever  be  seriously  considered  as  a  basis 
for  the  apportionment  of  expenses,  although  it  was 
suggested  by  the  public  accountants  who  testified  for 
the  protestants  in  the  Western  Passenger  Fares  case. 

Even  were  the  basis  otherwise  unobjectionable,  its 
propriety  may  be  questioned  on  technical  grounds, 
inasmuch  as  it  is  practically  impossible  to  ascertain  the 
weight  of  the  passenger  train  ''  load."  No  record  is 
kept  of  the  weight  of  passengers,  baggage,  mail,  express, 

1  **  Apportioniiiant  of  RailnMMl  Ezpenses  and  Pfoperty  Valtt«B  on  Bans  d  Use," 
▲.  II.  Sakokki,  Joonud  of  Aoeountanoy,  Aucuet,  1016. 
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or  company  supplies,  transported  in  passenger  trains. 
These  must  be  estimated. 

The  road  locomotive  mile  basis  gives  results  sub- 
stantially similar  to  those  obtained  by  the  train  mile 
divisor,  but  it  is  slightly  less  unfavorable  to  the  pas- 
senger service,  since  it  takes  account  of  helper  and 
"  double-header "  locomotives  which  are  used  to  a 
greater  extent  in  freight  service.  Yet  it  has  the  defect 
of  giving  an  equal  charge  to  the  passenger  locomotive 
and  the  freight  locomotive.  It  takes  no  accoimt  of  the 
weight  of  the  locomotive  or  its  speed,  and  ignores  (as  do 
many  other  suggested  bases)  the  effect  of  switching 
locomotives  on  yard  tracks  and  on  main  tracks  within 
yard  limits. 

To  relieve  the  passenger  service  of  the  burden  last 
referred  to,  another  method  has  been  used:  road  and 
and  switching  locomotive  miles  combined.  Since  the 
greater  part  of  switching  locomotive  miles  are  made  in 
freight  service,  its  inclusion  tends  to  lighten  the  charge 
to  passenger  service.  If  the  elements  of  weight  and 
speed  are  to  be  left  out  of  accoimt,  the  road  and  switch 
locomotive  mile  basis  is  to  be  preferred  to  either  the 
train  mile,  gross  ton  mile,  or  road  locomotive  mile 
basis. 

The  locomotive  ton  mile  basis,  defined  by  the  Com- 
mission as  ''  the  product  obtained  by  multipljdng  the 
number  of  tons  (2000  lbs.)  in  weight  of  the  locomotive 
ready  for  service  (but  exclusive  of  the  tender  when  the 
tender  is  a  separate  car)  into  the  number  of  locomotive 
miles  made  by  it,"  is  the  basis  which  was  suggested  by 
many  railroads  in  the  hearings  on  the  subject  before  the 
Interstate  Conmierce  Commission  prior  to  its  pro- 
mulgation (in  1914)  of  the  existing  rules.  The  theory 
is  that  the  major  part  of  the  wear  and  tear  is  caused  by 
the  locomotive,  and  is  in  some  degree  proportional  to 


Digitized  by  VjOOQIC 


BAILSOAD  OPERATING  EXPENSES  231 

its  weight.  Freight  locomotives  as  a  rule  are  heavier 
than  passenger  locomotives,  particularly  the  freight 
locomotive  used  to  haul  full  tonnage  trains  in  slow  ser- 
vice. This  feature  automatically  taJces  some  account  of 
the  greater  tonnage  in  long  freight  trains,  but  the  dif- 
ference in  the  weights  of  the  two  locomotives  is  rela- 
tively less  than  the  difference  in  the  weights  of  the 
trains.  The  locomotive  ton  mile  basis  to  that  extent, 
therefore,  favors  the  freight  service.  Its  advocates 
claim,  however,  that  the  apparent  favoritism  is  fair 
because  of  the  greater  speed  of  passenger  trains. 

While  it  is  true  that  the  locomotive  ton  mile  basis  was 
proposed  by  railroad  representatives  in  the  hearings 
before  the  Commission,  it  has  by  no  means  unanimous 
railroad  approval.  The  Conmiittee  on  Corporate, 
Fiscal  and  General  Accounts  of  the  American  Railway 
Accounting  Olficers,  has  gone  on  record,  since  the 
promulgation  of  the  Commission's  rules,  as  refusing  to 
endorse  the  basis  until  more  is  known  of  the  real 
relationship  between  weight  of  the  locomotives  and 
train  speed. 

The  car  mile  basis  has  had  but  limiteii  application. 
Obviously  it  is  unfair  to  the  freight  service,  as  the 
average  freight  train  has  about  six  times  as  many  cars  as 
the  average  passenger  train.  The  car  mile  basis  ignores 
the  xMerences  in  train  speed  and  in  the  weight  of  the 
cars.  It  spreads  the  effect  of  the  freight  locomotive 
over  thirty-six  cars,  while  the  effect  of  the  passenger 
locomotive  is  distributed  over  but  six  cars. 

The  combination  or  average  of  train  miles  and  car 
miles  is  occasionally  used  as  a  compromise.  The  train 
mile  basis  burdens  the  passenger  service;  the  car  mile 
basis  burdens  the  freight  service.  The  average  of  the 
two  may  equalize  the  advantages  and  disadvantages, 
but  it  must  be  regarded  as  an  empirical  makeshift. 


''-v^ 
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The ''  weighted ''  train  ton  and  locomotive  mile  basis 
is  that  referred  to  earher  in  this  article  as  the  suggestion 
of  the  committee  of  the  American  Railway  Engineering 
Association.  So  far  as  the  writer  knows  this  basis  has 
not  been  tested  in  practice,  and  it  failed,  when  pre- 
sented, to  receive  the  endorsement  of  the  association. 

The  direct  charges  basis  calls  for  the  division  of  joint 
expenses  in  the  maintenance  of  way  group  in  the  same 
proportion  that  the  direct  charges  to  freight  and  pas- 
senger bear  to  the  total  expenses  directly  allocated. 
Direct  charges  include  such  items  as  train  wages,  fuel, 
allocable  station  and  yard  expenses,  and  the  cost  of 
maintaining  locomotives  and  cars.  The  use  of  this 
method  is  justified  on  the  theory  that  joint  costs  which 
do  not  lend  themselves  to  any  method  of  exact  appor- 
tionment should  be  divided  between  the  two  classes  of 
service  in  the  same  proportion  as  the  total  of  the  costs 
which  may  be  directly  and  accurately  assigned.  We 
know  that  it  is  fair  to  both  classes  of  service  to  charge 
each  with  its  directly  allocable  expenses;  we  may 
assume  that  it  likewise  is  fair  similarly  to  divide  the 
joint  expenses. 

The  same  theory  is  applied  to  such  expenses  as  are 
common  to  one  group,  in  which  the  major  part  may  be 
directly  allocated.  For  example,  the  cost  of  superin- 
tendence under  maintenance  of  equipment  is  divided  in 
proportion  to  the  direct  charges  for  the  maintenance  of 
locomotives  and  cars.  In  such  cases  there  can  be  no 
objection  to  the  plan,  and  indeed  no  better  has  been 
suggested.  But  the  propriety  of  applying  the  propor- 
tions of  direct  charges  in  the  transportation  group  alone, 
or  in  the  transportation  and  maintenance  of  equipment 
groups  together,  to  the  common  expenses  in  the  main- 
tenance of  way  group,  is  questionable.  The  proportion 
of  direct  charges  to  the  passenger  service  in  transporta- 
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tioH  esqsenses  is  likely  to  be  higher  than  its  proportion 
in  maintenance  of  equipment  expenses,  and  the  result 
of  applsring  the  direct  charges  method  to  common 
maintenance  of  way  expenses  depends  largely  upon 
whether  the  ratio  is  confined  to  transportation  direct 
charges  or  to  transportation  and  equipment  direct 
charges  combined.  In  the  New  England  Milk  case,  to 
be  referred  to  later  in  detail,  the  figures  indicate  that 
for  the  road  in  question,  the  Boston  and  Maine,  the 
passenger  proportion  of  direct  transportation  charges 
was  46.8  per  cent,  while  the  passenger  proportion  of 
equipment  maintenance  direct  charges  was  29.9  per 
cent.  Combining  the  two  groups  of  direct  charges  gave 
the  passenger  proportion  as  39.6  per  cent.  As  a  coin- 
cidence merely,  that  percentage  happens  to  agree  closely 
with  the  results  obtained  under  the  train  and  car  mile, 
the  operating  revenues,  and  the  fuel  consumption  bases. 
Operating  revenue,  as  a  basis  for  the  division  of  joint 
maintenance  of  way  expenses,  has  been  used  in  isolated 
cases,  and  is  occasionally  suggested.  Its  only  support 
is  the  theory  of  "  ability  to  pay.''  Maintenance  of  way 
expenses,  in  the  main,  are  joint  costs  which  are  not 
susceptible  of  any  exact  division  according  to  use; 
therefore,  according  to  this  theory,  they  should  be 
recorded  as  ''overhead''  expenses  and  distributed 
according  to  the  earning  power  of  the  two  classes  of 
service.  It  is  plain  that  this  involves  reasoning  in  a 
circle,  and  it  has  no  justification  in  determining  the 
reasonableness  of  rates  under  investigation.  A  reduc- 
tion in  the  rates  in  either  class  of  service  would  have  the 
effect  of  reducing  the  apparent  cost  of  that  service.^  If, 
for  example,  in  a  given  case,  where  the  total  charges  to 

a  "  If  Um  properly  is  to  be  divided  Moording  to  vidue  of  uae.  it  is  plain  that  the 
groM  <wfcrnina»  method  is  not  an  aocurate  measure  of  value. 

"  Hie  value  of  use,  as  measured  Yfjf  the  return,  cannot  be  made  the  criterion  when 
ths  return  is  Itself  in  question.'*  Justioe  Hu^es  of  the  United  States  Supreme  Court 
fai  the  Minnesota  Bate  ease. 
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each  class  of  service  were  equal,  the  passenger  rates 
were  reduced  without  reducing  or  increasing  the  volume 
of  passenger  traffic,  and  caused  a  reduction  of  10  per 
cent  in  passenger  revenue,  then  the  charge  to  the  pas- 
senger service  (or  the  apparent  ''  cost ")  would  be 
reduced  2.6  per  cent  and  the  charge  to  the  freight  service 
would  be  increased  2.6  per  cent,^  even  tho  the  actual 
expenses  in  either  class  were  not  affected  in  any  way. 

In  the  Western  Passenger  Fares  case  the  Interstate 
Commerce  Commission,  after  considering  the  several 
methods  advocated  by  the  accountants  of  the  carriers 
and  the  protestants  for  dividing  maintenance  of  way 
expenses,  rejected  all  of  them  (including  locomotive  ton 
miles,  gross  ton  miles,  revenue  train  miles  and  direct 
charges  in  train  service  and  equipment  maintenance) 
and  used  a  direct  costs  basis  of  its  own,  which  embraced 
only  seven  accoimts,  viz. : 

Road  enginemen. 

Fuel  for  road  locomotives. 

Water  for  road  locomotives. 

Lubricants  for  road  locomotives. 

Other  supplies  —  road  locomotives. 

Road  trainmen. 

Train  supplies  and  expenses. 

The  Commission  accepted  the  railroads'  allocation  or 
apportionment  for  all  expenses  except  those  under 
maintenance  of  way,  which  the  Commission  divided  on 
the  direct  costs  method  just  described.  In  doing  so  the 
Commission  stated: 

Our  decision  to  lise  this  method  in  this  case  must  not  be  regarded 
as  conclusive  on  our  part  of  the  method  that  should  ultimately  be 
used  for  the  division  of  the  maintenance  of  way  and  structures 

1    B^ort  rtdueUon  in  rate  AJUr  ndmcKon  in  rote 

Paflsencer  rerenue 100  or   60%  00  or  47.4% 

Freight  revenue 100  or   60%  100  or  62.6% 

TotiJrevHitte 200orl00%  190orl00% 
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expenses  between  passenger  and  freight.  The  objections  against 
the  direct  charge  method  are  known  and  appreciated.  If,  for 
example,  a  marked  increase  in  wages  of  en^emen  on  passenger 
trains  takes  place,  the  result  under  this  method  is  to  increase  the 
amount  of  unallocated  expenses  assignable  to  passenger  business, 
while  the  actual  utiLixations  of  the  track  and  structmres  by  the  two 
branches  of  the  service  remain  unchanged.  We  are  usmg  these 
direct  costs  in  this  instance  to  determine  the  apportionment  of 
unallocated  expenses  between  passenger  and  frei^t  because  the 
objections  to  this  method  seem  less  forceful  than  those  that  have 
been  urged  against  any  of  the  other  methods  proposed.^ 

The  Commission's  decision  to  use  this  selected  direct 
charges  method  in  that  case  is  interesting,  as  it  is  of 
comparatively  recent  date  (decided  December  7,  1915) 
and,  notwithstanding  the  statement  that  it ''  must  not 
be  regarded  as  conclusive''  it  may  give  some  itidica- 
tion  of  the  trend  of  thought  in  the  minds  of  the  com- 
missioners and  their  statisticians. 

VI 

In  the  New  England  Milk  case  (40  I.  C.  C.  699, 
decided  July  11,  1916)  the  writer  was  engaged  by  the 
Boston  and  Maine  Railroad  to  prepare  its  statistics 
pertaining  to  the  milk  revenue  and  the  proportion  of 
expenses  which  properly  should  be  apportioned  to  the 
milk  service.  The  Boston  and  Maine  handles  milk  both 
on  passenger  trains  and  freight  trains.  It  was  neces- 
sary, therefore,  first  to  divide  expenses  between  pas- 
senger and  freight,  and  then  to  apportion  the  charges  in 
each  class  of  service  to  the  milk  traffic  in  that  service. 

In  the  study  of  the  problem  it  occurred  to  the  writer 
that  the  tons  of  fuel  consumed  by  road  and  switch 
locomotives  should  furnish  the  least  objectionable  and 
the  most  defensible  basis  for  apportioning  the  joint 
expenses  under  maintenance  of  way.  The  decision  in 
the  Western  Passenger  Fares  case  was  published  when 

>  87 1.  C.  C.  23. 
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the  figures  were  being  compiled,  and  it  seemed  to  the 
writer  that  if  the  Commission  could  tentatively  approve 
a  direct  charges  method  which  essentially  included  only 
fuel  and  wages  of  train  and  engine  crews  (since  water, 
lubrication,  and  other  supplies  are  usually  divided 
arbitrarily  on  fuel  issues,  locomotive  miles,  or  locomo- 
tive ton  miles)  they  could  also  approve  the  basis  of  fuel 
issues  alone.  The  tonnage  of  fuel  consumed  is  unaf- 
fected by  variations  such  as  those  mentioned  by  the 
Commission. 

Before  discussing  the  fuel  basis,  it  may  be  stated  at 
this  point  that  while  the  Commission  conceded  what  the 
Boston  and  Maine  statistics  purported  to  show,  that  is, 
that  the  milk  traffic,  under  the  rates  then  in  effect,  was 
not  assimung  its  fair  share  of  expenses,  yet  it  did  not 
approve  the  fuel  basis  as  a  divisor  for  maintenance  of 
way  expenses.  Nor  did  the  Conmiission  suggest  an 
alternative  method. 

So  far  as  the  writer  has  knowledge,  fuel  consumption 
as  a  basis  for  dividing  maintenance  of  way  expenses 
has  been  used  only  in  the  case  just  referred  to.  It  is 
prescribed  by  the  Conmiission  as  the  divisor  for  the 
cost  of  maintaining  water  stations  and  for  the  division 
of  the  cost  of  water  used  by  locomotives.  The  protes- 
tants  in  the  New  England  Milk  case,  therefore,  were 
justified  in  characterizing  the  fuel  method  as  '^  novel 
and  untried." 

The  theory  upon  which  the  fuel  basis  is  offered  as  a 
substitute  for  train,  locomotive  and  car  miles  or  com- 
binations thereof,  is  that  it  is  a  more  scientific  measure 
of  use.  Fuel  consumption,  in  a  large  degree,  is  propor- 
tional to  the  horsepower  developed.  Horsepower  is  the 
resultant  of  locomotive  tractive  force  and  speed.^    A 

1  The  fonniila  is: 

-,  ,.    .     .  (Tractive  force  in  lbs.)     (Speed  in  miles  per  hr.) 

Cylinder  honepower  «■  ^.^     ■  '* 
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given  number  of  horsepower  may  be  utilized  in  hauling 
a  heavy  train  at  slow  speed  or  a  light  train  at  high  speed. 
Speaking  in  general  terms,  in  locomotives  of  similar 
design,  the  horsepower  developed  is  closely  related  to 
the  volimie  of  steam  used  in  the  cylinders,  and  the 
steam  production  in  boilers  of  similar  design  is  in  turn 
closely  related  to  the  amoimt  of  fuel  consumed  in  the 
firebox.  There  is,  however,  a  critical  point  in  the  piston 
speed  at  which  the  horsepower  efficiency  is  greatest. 

Since  the  horsepower  developed  is  directly  propor- 
tional to  the  speed  of  the  train,  it  follows  that  the  fuel 
consumption  by  a  given  train  increases  somewhat  in 
proportion  to  the  speed  of  the  train.  Fuel  consumption, 
however,  does  not  vary  directly  with  speed,  yet  it  bears 
a  close  relation  to  it.  It  is  impracticable  to  show  the 
relation  exactly  by  formula,  because  of  the  many 
variable  factors  which  affect  train  resistance  and  loco- 
motive boiler  and  cylinder  efficiency;  but  the  indica- 
tions of  many  tests  support  the  statement  that  as 
between  trains  of  different  classes  on  the  same  division, 
the  fuel  consumption,  as  a  measure  of  train  horsepower, 
automatically  equates  for  both  weight  and  speed.  It 
takes  account  of  the  weight  or  power  of  the  locomotive, 
the  weight  or  number  of  cars,  and  the  speed  of  the  train. 
It  affords,  then,  the  only  least  common  multiple  yet 
suggested  that  has  some  claim  to  the  term  scientific. 

From  an  accounting  viewpoint  the  fuel  basis  is  desir- 
able as  it  requires  no  special  compilations  when  (as 
should  be  done  for  other  purposes)  fuel  consumption 
statistics  are  kept  separate  for  the  three  classes  of  ser- 
vice —  freight,  passenger,  and  switch.  The  use  of  the 
locomotive  ton  mile  basis,  on  the  other  hand,  requires 
the  keeping  of  special  statistics  for  that  purpose  alone, 
and^  moreover,  the  basis  is  less  scientific. 
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The  range  of  difference  in  the  results  obtained  by 
using  several  of  the  bases  which  have  been  discussed, 
may  be  seen  if  they  are  applied  to  the  maintenance  of 
way  and  structures  expenses  of  the  Boston  and  Maine 
Riulroad  (using  the  figures  contained  in  the  evidence 
presented  in  the  New  England  Milk  case).  The  total 
charges  to  that  group  of  expenses  during  the  year  ended 
June  30,  1915,  were  $7,118,602.  A  small  part  of  these 
expenses  were  allocated  directly,  but  for  the  purpose  of 
illustration  we  will  apply  the  several  methods  to  the 
total  of  the  entire  group  of  maintenance  of  way  and 
structures.  They  are  arranged  in  the  order  in  which 
they  burden  the  charge  to  passenger  service. 

Charseable  to  PMwncer  Senioe 
BaaiB  Per  cent  Amount 

Revenue  train  miles 60.7%  H320»991 

Revenue  road  locomotive  mike  57.1  4,064,722 

Revenue  road  locomotive  ton  miles 53.0  3,772,859 

Direct  charges;  transportation  costs  only   . .  46.8  3,331,506 

Revenue  train  miles  and  car  miles 40.6  2,890,152 

Fuel  consumption;  road  and  switch  locomo- 
tives     40.0  2,847,441 

Direct  charges;    transportation  and  equip- 
ment   39.6  2,818,966 

Operating  revenues 39.3  2,797,611 

Gross  revenue  train  ton  miles  (estimated)  . .  33.3  2,370,494 

Revenue  car  miles 20.6  1,466,432 

The  difference  between  the  charge  to  passenger  ser- 
vice on  the  train  mile  basis,  $4,320,991,  and  the  charge 
on  the  car  mile  basis,  $1,466,432,  is  nearly  three  million 
dollars.  It  will  be  noted  that  there  is  little  difference 
in  the  results  mider  four  of  the  bases,  viz.,  train  miles 
and  car  miles  combined,  direct  charges  under  trans- 
portation and  equipment  maintenance,  fuel  consump- 
tion, and  operating  revenues.  The  Boston  and  Maine 
exhibits  in  the  milk  case  were  computed  under  the  fuel 
consumption  basis. 
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If  the  perplexing  difficulties  surrounding  the  appor- 
tionment of  maintenance  of  way  expenses  can  be 
satisfactorily  overcome,  the  problems  connected  with 
the  division  of  other  operating  expenses  are  compara- 
tively easy.  The  rules  of  the  Conmiission  applying  to 
maintenance  of  equipment,  traffic,  transportation  and 
general,  are  sound  and  workable.  They  have  been 
described  earlier  in  this  article. 

As  stated  in  the  beginning,  the  scope  of  this  article  is 
purposely  confined  to  the  one  subject  of  separation  of 
operating  expenses  between  the  freight  and  passenger 
services,  and  to  suggest  the  fuel  basis  as  the  least  inde- 
fensible divisor  for  joint  maintenance  of  way  expenses. 
To  pursue  the  subject  further  would  require  an  extended 
discussion  of  two  general  problems  closely  allied  to  the 
fireight-passenger  apportionment,  viz.,  the  separation  of 
expenses  by  states,  and  their  separation  between  ter- 
minal and  line.  Or  we  might  go  fmi;her  and  undertake 
a  discussion  of  "  splitting  the  homogeneous  fibres  of  a 
single  cost  jointly  caused  "  in  attempting  to  ascertain 
the  ^*  cost "  of  hauling  a  particular  commodity. 

These  problems  are  now  under  discussion  in  an 
important  rate  case  in  Central  Freight  Association 
territory.  The  railroads  in  interest  are  attempting  to 
work  out  an  assignment  of  expenses: ^ 

(1)  To  States. 

(2)  Between  line  (or  hauling  expense)  and  terminal 
(or  station  expense). 

(3)  line  and  terminal  between  freight  and  passenger. 

(4)  Freight  —  line   and    terminal  —  between    state 
and  interstate. 

(6)  Passenger  —  line  and  terminal  -^  between  state, 
interstate,  and  mail  and  express. 

>  TUb  —ignmmt  fbOowB  doMlr  the  Oklahoma  f onnula  iHiieh  is  wdl  diiaribed  by 
Hoepar  (BaOroad  Aoeoantliig.  ehap.  16). 
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The  railroads  in  eastern  territory  are  now  engaged  in 
a  study  the  results  of  which  may  throw  some  li^t  on 
the  moot  point  of  the  proper  spread  between  the  rates 
on  car-load  and  on  less-than-car-load  shipments  of  the 
same  commodity. 

The  railroads  of  the  entire  country  are  confronted 
with  the  necessity  for  preparing  figures  which  will  show 
the  relation  between  the  cost  of  carrying  the  mail  and 
the  revenue  under  the  new  car-space  basis. 

These  cases  give  some  idea  of  the  far-reaching  im- 
portance of  the  apportionment  of  operating  expenses. 
The  primary  separation  between  passenger  and  freight 
is  only  one  step  in  the  process.  Each  additional  step 
presents  its  new  problems.  It  is  desirable^  therefore 
that  the  Commissions,  both  State  and  Interstate,  and 
the  railroad  accounting  ofiScers,  should  make  a  serious 
effort  to  harmonize  conflicting  ideas  and  practices,  and 
to  agree  upon  some  definite  and  comprehensive  plan 
of  expenses  apportionment. 

WiLUAM  J.  Cunningham. 

Habtabd  Univbbsitt. 
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WORK  AND  PAY:   A  SUGGESTION  FOR 
REPRESENTATIVE  GOVERNMENT 
IN  INDUSTRY  1 

SUMMARY 

I.  The  detennmation  of  work;  job  analyeds,  242.  —  The  seyeral 
partieB  oonoemed  in  job  analysis,  243.  —  A  Determimng  Board  repre- 
sentative of  these  parties,  244. — Length  of  working  day,  245. — II.  How 
much  pay  7  247.  —  Payment  for  risk  to  capital,  248.  —  Workers  also 
assume  risk,  249.  —  Other  elements  of  cost;  interest  and  dividends,  250. 
—  Depreciation,  cost  of  materials,  251.  —  This  procedure  the  reverse  of 
that  usually  followed,  252.  —  Salaries  and  wages  the  residuum,  253.  — 
Wages  settled  by  the  Wage  Board,  254.  —  Risk  likely  to  be  more 
frankly  considered,  256.  —  Summary  and  conclusion,  257. 

The  conflict  in  industry  today  centers  about  two  dis- 
tinct, altho  closely  related,  problems  —  the  determina- 
tion of  a  reasonable  day's  work  and  of  a  reasonable  day's 
pay;  each  of  which  can  be  adequately  stated  only  when 
viewed  in  the  light  of  the  other.  Reduced  to  simplest 
terms,  the  two-fold  question  is  this:  first,  how  can  we 
determine  a  satisfactory  day's  work  from  the  point  of 
view  of  health  and  productivity;  secondly,  on  the  basis 
of  such  a  determination  of  daily  achievement,  what 
what  shall  be  the  pay  for  it  ?  An  intelligent  attack  on 
these  problems  involves:   (a)  the  obtaining  and  use  of 

>  The  maj  or  part  in  the  preparation  of  the  first  draft  of  this  paper  was  taken  by  Mr. 
Valentine,  vHiose  much  lamented  death,  November  14, 1016,  prevented  ooUaboration  on 
Ins  part  in  its  revision.  The  idea  of  separating  the  two  fundamental  problems  —  work 
aadpaj — washis;  and  it  was  he  who  suggested  the  establishment  of  two  distinct  boards, 
a  Detennining  Board  and  a  Wage  Board.  His  experienoe  as  Director  of  the  Joint 
Bosid  of  IVotocol  Standards  of  the  Dress  and  Waist  Industry  of  New  York  City  had 
I  his  faith  in  the  essential  principles  involved,  and  he  had  submitted  to  the 
I  and  the  union  in  that  industry  recommendations  bssed  on  them. 

Obdwat  TmAO. 
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data  from  exhaustive,  objective  studies  of  definite  jobs; 
and  (6)  the  creation  of  certain  forms  of  organization 
which,  in  the  conclusions  based  on  such  studies,  will 
register  the  interests  and  attitudes  of  all  concerned. 

I.    The  Determination  of  Work 

To  identify  all  the  elements  working  immediately  and 
potentially  to  determine  what  a  given  job  and  the 
attendant  conditions  are  and  shall  be,  requires  intensive 
study.  To  such  research  the  name  '^  job  analysis  "  is 
here  given.  We  shall  use  it  throughout  this  discussion 
as  meaning  the  exhaustive  statement  of  every  item 
involved  in  a  piece  of  work  itself  and  in  its  rela- 
tions to  other  jobs  in  the  organization  where  it  exists, 
with  especial  emphasis  on  the  effect  of  work  upon 
the  worker. 

Job  analysis  includes  time  study,  motion  study, 
fatigue  study.  It  embraces  all  the  complex  facts  of 
working  conditions,  such  as  labor  legislation;  labor 
turnover  in  the  given  plant  and  in  the  industry  as  a 
whole;  competence  of  management;  living  provisions 
—  in  short,  all  the  many  factors  which  affect  the  job  and 
the  worker.  The  job  analyst  makes  a  study  of  "  job 
ratios  "  —  i.  e.,  as  accurate  an  estimate  as  possible  of 
the  comparative  difficulty,  disagreeableness,  and  need 
of  dexerity  inherent  in  the  specific  piece  of  work.  By 
estimating  the  maximum  amoimt  which  the  best 
worker  or  workers  might  achieve  imder  the  best  con- 
ditions, job  analysis  establishes  a  tentative  standard  of 
output,  and  against  this  standard  grades  the  workers  of 
varying  degrees  of  skill  and  estimates  the  relative 
amounts  of  output  which  can  in  all  fairness  be  expected 
from  them  under  actual  conditions.  This  sketch  of  job 
analysis,  its  purpose  and  possibilities,  will  suggest  some 
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of  its  significant  values  and  uses.  To  know  what  the 
elements  of  a  job  are,  must  always  be  the  first  step 
toward  detennining  whether  the  particular  piece  of 
work  is  necessary,  how  it  affects  the  worker,  and  what 
degree  of  skill  and  endxu'ance  it  requires. 

Job  analysis,  like  time  study,^  cannot,  however,  be 
entrusted  to  employers  alone.  For,  in  the  light  of  the 
anal3^,  redefinitions  of  work  and  readjustments  of 
methods  may  seem  xu'gent  of  adoption  which  are  so 
radical  in  character,  so  far-reaching  in  results,  that  their 
introduction  can  only  be  made  with  safety  to  the  worker 
when  his  judgment  on  the  matter  is  utilized  and  his 
consent  secured.  The  worker  must  have  protection. 
In  the  long  run  this  protection  cannot  be  furnished  by 
someone  else.  One's  interests  can  be  permanently  and 
satisfactorily  safeguarded  only  by  one's  self  or  one's 
accredited  representative.  Without  this  self-protection 
trouble  is  bound  to  arise  sooner  or  later.  It  is  only  a 
question  of  time  when  the  improtected  or  the  employer- 
protected  worker  is  either  stirred  to  revolt  or  drained  of 
energy,  vitality,  and  self-respect. 

This  being  the  case,  we  face  the  second  part  of  our 
first  problem,  which  is  to  suggest  the  forms  of  organiza- 
tion necessary  to  voice  the  worker's  interests  where  job 
analjrsis  is  adopted.  Once  known,  the  interests  not 
only  of  the  workers  but  of  all  can  be  drawn  into  the  open 
and  assured  an  adequate  voice  in  making  decisions  in 
matters  affecting  them. 

What,  then,  are  the  several  interests  in  an  organiza^ 
tion  which  actually  if  not  avowedly  participate  in  these 
decisions  about  the  statement  of  jobs  ?  In  general 
terms,  are  they  not  the  following  ?  1.  The  management 
whose  interest  is  obvious  since  it  is  responsible  for 

1  See  Artielee  by  Robert  F.  Hoae,  **  Why  Labor  is  Opposed  to  Soientifio  Manace- 
■oent,**  Quarterly  Journal  of  Eoonomios,  Noyember,  1910,  and  Robert  G.  Valentine, 
**  The  Human  Element  in  Produetion,"  American  Journal  of  Sodology,  January,  1917. 
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administration  and  output.  2.  The  employees  as  a 
whole,  who  have  a  vital  interest,  since  no  job  can  be 
defined  without  taking  from  or  adding  to  the  respon- 
sibilities of  some  other  positions  in  the  organization. 
3.  Theworkers  at  the  particular  process,  who  inevitably 
have  a  great  interest  in  its  correct  statement.  4.  What- 
ever agency  has  conducted  the  actual  scientific  research 
and  drawn  up  the  tentative  job  analysis.  (Where  a 
factory  organization  has  undergone  a  logical  develop- 
ment, such  analysis  would  be  the  special  research 
function  of  the  personnel  department.)  ^ 

It  is  not  denied  that  other  factors  might  conceivably 
enter  into  the  determination  of  work,  but  practically 
these  foxu*  groups  are  the  indispensable  parties  to  the 
final  agreement  as  to  what  any  particular  job  actually  is. 
In  short,  the  management,  the  employees  as  a  whole, 
the  workers  at  the  task  in  question,  and  the  research 
division  are  the  first  court  in  work  decision.  They 
constitute  a  Determining  Board  to  determine  every  job. 

It  is  unnecessary  in  a  preliminary  study  like  the  pres- 
ent to  do  more  than  suggest  the  relation  which  this 
shop  organization  might  have  to  existing  organizations 
of  workers  by  crafts  or  industries.  It  would  natxu'ally 
follow,  however,  that  if  there  were  a  craft  union  of 
workers  at  a  certain  job,  this  union  might  be  called  in  to 
represent  the  workers,  either  in  a  mediatory  capacity  or 
to  be  one  party  to  arbitration  proceedings  in  which  the 
third  and  outside  participant  would  be  a  representative 
of  the  consumers,  or  public.  In  those  extreme  cases 
where  differences  proved  incapable  of  immediate 
amicable  settlement,  the  union  would  be  the  natural 

^  Thift  reference  to  the  reeearch  divinon  M  well  as  the  subflequent  mention  of  the 
employment  division,  aasumes  the  existence  of  a  Personnel  Department  in  an  industrial 
organisation*  The  purpose  of  this  staff  department  is  to  handle  all  matters  that  affect 
the  workers.  A  competent  department  would  include  (1)  the  employment  division, 
(2)  the  traininc  division,  (3)  the  research  division. 
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oi^anization  to  conduct  a  strike.  In  the  same  way,  an 
industrial  union  representing  all  the  workers  of  an 
industry  might  be  called  into  action  where  disagree- 
ments assumed  an  industry-wide  character.  The  ulti- 
mate necessity  for  this  outside  afl&liation  has  already 
been  met  by  a  similar  wider  afiBliation  among  employers 
not  only  by  industries  but  between  industries.  As 
issues  become  more  extensive  there  would  be  a  repre- 
sentative body  of  all  workers  and  of  all  employers  in  an 
industry,  as  well  as  the  public's  delegates,  to  settle  the 
most  momentous  disagreements.  It  needs  hardly  to  be 
pointed  out  that  this  alignment  makes  an  actual  resort 
to  strikes  far  less  likely,  because  their  reason  for  being  is 
so  largely  removed. 

The  important  point  is  to  have  justified  the  logic  and 
validity  of  the  internal  Determining  Board,  with  its 
opportimity  for  outside  appeal  if  that  becomes  neces- 
sary in  order  to  protect  the  rights  of  any  of  the  parties. 

Assuming  now  that  the  Determining  Board  is  estab- 
lished, what  are  its  fimctions  ?  At  any  particular  job 
there  is  a  certain  length  of  the  work  day,  within  which 
it  is  more  or  less  de&iitely  ascertainable  that  a  person 
can  work  at  a  certain  general  rate  of  speed  (varying  from 
hour  to  hour  and  day  to  day  and  to  some  extent  from 
season  to  season,  but  still  running  through  the  year  at  a 
fairly  level  average)  without  any  question  of  physical 
OT  mental  deterioration  arising.  Within  this  healthy 
working  day,  whatever  it  may  be,  it  is  obvious  that 
slovenly,  slipshod  or  slow  work  on  the  part  of  the  worker 
who  could  work  faster  without  exceeding  the  limits  of 
physical  and  mental  health,  is  against  the  interest  of  the 
employee  from  the  point  of  view  of  both  his  own  skill 
and  self-respect,  to  say  nothing  of  the  ultimate  lessening 
of  his  earnings  due  to  low  production.  From  the  point 
of  view  of  his  costs  such  poor  work  is  against  the 
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interests  of  the  manufacturer.  From  the  point  of  view 
of  the  character  of  the  individual  and  of  the  economic 
cost  of  the  product,  it  is  against  the  interests  of  society. 
It  is  very  decidedly  to  the  advantage  of  everybody  — 
worker,  employer,  consumer  —  that  once  the  lengUi  of 
the  work  day  and  a  safe  speed  of  work  are  agreed  upon, 
each  should  see  to  it  that  a  full  day's  work  is  done. 
Upon  this  point  a  substantial  identity  of  interest  exists. 

If  the  time  comes  when  a  reduction  of  hours  is 
demanded  below  this  agreed  length  of  work  day,  then 
indeed  opposing  interests  come  into  play  —  of  the 
workers,  of  the  management,  and  of  society.  To  adjust 
this  conflict  of  interests  will  require  one  of  the  three 
available  methods  —  conciliation,  arbitration  (i.  e.,  ad- 
judication by  a  third  party)  or  the  use  of  the  strike. 
But  for  the  near  future  this  is  not  the  critical  problem. 
Oxu*  anxiety  is  not  yet  over  workers  who  may  be  declar- 
ing for  a  seven-hour  day.  The  great  majority  of  nine, 
ten,  and  eleven  hour  a  day  toilers  demand  profound 
and  immediate  concern. 

The  point  of  contention,  owing  to  meager  knowledge 
and  inadequate  scientific  technique,  is  as  to  what  is  a 
reasonable  length  of  work  day  and  safe  intensity  of 
work.  The  determination  will  depend  upon  almost 
infinite  variables  between  factory  and  factory  and 
industry  and  industry,  as  well  as  between  worker  and 
worker.  In  many  cases  a  combination  of  studies  of  past 
production  records  and  time  studies  will  eventually  give 
the  standards  of  an  operation  in  point  of  required  time 
and  safe  speed.  As  modifying  these  there  must  be 
intensive  study  of  the  influence  on  the  job  of  accident 
and  fire  risks,  of  ventilation,  heating,  humidity,  cleanli- 
ness, lighting,  toilet  and  drinking  water  facilities,  noise 
and  vibration.  One  of  the  vitally  important  points  in 
the  f oxu'-f old  representation  for  agreeing  to  the  details 
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of  a  job  is  that  in  this  way  alone  will  these  and  other 
variables  receive  proper  weight  and  recognition.  But 
altho  each  party  to  the  transaction  is  keenly  alive  to 
protect  his  own  interests,  this  is  far  from  involving  a 
hopeless  conflict.  The  findings  of  the  research  division 
as  to  the  facts  about  a  job  afford  a  definite  starting 
point.  To  the  extent  that  exact  knowledge  is  at  hand, 
possible  disagreement  is  reduced.  Even  so,  the  field 
where  judgment  and  opinion  obtain  will  still  be  large. 
It  will  remain  for  the  Determining  Board  out  of  the 
many-sided  experience  of  its  members  to  give  weight 
to  the  variables  in  such  a  way  as  to  insure  that  the  final 
statement  of  a  piece  of  work  is  as  honest  a  one  as  human 
intelligence  can  secure. 

II.    How  Much  Pay  ? 

If  we  can  now  assume  a  knowledge  of  the  fair  average 
expectation  of  work  from  workers  of  varying  degrees  of 
skill,  and  assmne  that  this  work  is  agreed  to  by  all 
parties  and  is  performed,  the  question  arises  as  to  the 
basis  upon  which  it  shall  be  paid  for.  This  involves  a 
consideration  of  the  factors  which  will  throw  light  upon 
the  financial  affairs  of  the  industry  and  individual  plant. 

We  have  first  to  survey  the  field  of  present  practice 
and  tendency  in  analysis  of  the  factors  recognized. 
What  is  the  basis  upon  which  the  several  claimants  for 
a  share  of  the  gross  income  divide  that  income  and 
should  divide  it  ? 

There  have  in  the  last  few  years,  been  any  number  of 
so-called  ''  advanced  methods  "  of  pay  which  aim  at 
securing  closer  relation  between  efficiency  and  reward. 
The  fundamental  difficulty  with  them  all  is  that  the 
basis  of  each  has  been  the  '^  going  rate  of  wages."  To 
admit,  as  they  do,  that  base  rates  equal  ''  standard 
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rates  in  the  district "  or  are  some  percentage  more  than 
such  rates,  is  to  throw  away  the  case  so  far  as  any  claim 
to  scientific  division  of  earnings  goes.  If  the  problem  is 
to  be  faced  through  from  the  beginning,  there  must  be 
consideration  not  only  of  present  payment  practices  in 
industry  but  of  the  meaning^  and  uses  of  an  American 
standard  of  living. 

It  is  admittedly  confusing  to  try  to  deal  with  payment 
plans  because  of  necessity  present  practice  and  possible 
future  practice  will  have  to  be  considered  not  as  two 
distinct  systems,  but  as  one  gradually  being  modified 
into  another.  It  is  our  assumption  in  this  discussion 
that  the  tendency  toward  larger,  non-<;ompeting  ^  pro- 
ducing units  is  desirable  and  that  both  state  and  nation 
will  be  required  to  increase  control  and  regulation.  If 
there  is  ultimately  to  be  in  business  at  large  any  such 
oversight  as  now  prevails  in  the  public  utilities  at  the 
hands  of  the  various  public  service  commissions,  we  are 
in  sight  of  more  intelligent  arrangements  in  which  at 
the  very  least  the  cards  of  the  owners  and  users  of 
capital  are  on  the  table.  The  importance  of  this  in  the 
division  of  earnings  will  next  be  considered. 

If  we  approach  the  problem  from  the  angle  of  present 
practice,  we  must  consider  at  once  who  assumes  the 
risk  in  industrial  operation.  This  must  be  considered 
because  in  stating  the  cost  of  production  the  extent  of 
risk  is  in  the  last  analysis  the  point  which  occasions 
greatest  controversy. 

Do  the  owners  and  borrowers  of  capital  assume  all  the 
risk  ?  Profits  accrue  to  them  today  because  it  is  con- 
ceived that  they  are  the  initiators,  responsible  agents, 
and,  if  necessary,  the  losers  in  industrial  development. 
That  this  is  true  as  a  general  proposition  seems  plausible. 

1  I.  e..  '*  non-competing  "  in  the  senM  that  they  are  not  competing  for  morM*. 
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And  in  certain  fields,  particularly  in  marketing  new 
commodities,  there  is  a  risk  that  none  but  relatively  few 
in  the  community  are  willing  to  assiune;  and  the  exten- 
sion of  industrial  activities  is  at  present  wholly  depend- 
ent upon  their  assuming  it.  But  these  cases  can  fairly 
be  left  out  of  consideration  because  of  their  relatively 
small  number  in  proportion  to  the  total  production. 
Setting  aside  these  exceptions,  and  viewing  the  problem 
as  industry  exists  today  —  not  as  it  has  been  developed 
but  as  it  stands  today  —  the  extent  to  which  investors 
and  enterprisers  in  industry  assiune  risk  is  a  matter  as 
to  which  each  case  must  be  considered  separately.  The 
risk  is  one  thing  in  a  highly  competitive  business  where 
the  demand  is  new  and  destined  to  rise;  it  is  another  in 
a  monopoly;  it  is  still  another  in  a  declining  business 
doomed  to  disappear. 

Moreover,  the  risk  that  the  employees  assume  is  by 
no  means  inconsiderable  and  is  consistently  ignored  in 
most  discussions  of  the  subject.  It  frequently  happens 
today  that  the  capital  owners  or  enterprisers  have 
''  more  than  one  iron  in  the  fire  "  and  '^  their  eggs  are 
not  all  in  one  basket.^'  Furthermore,  the  owners  are  in 
a  position  to  wait  for  their  returns.  And,  finally,  they 
definitely  plan  to  compensate  themselves  for  bad  years 
by  the  reserves  and  surpluses  of  good  years.  Not  so  the 
workers.  Their  eggs  are  all  in  one  basket.  They  cannot 
wait  long  for  their  returns.  They  have  little  or  nothing 
to  tide  them  through  bad  years.  They  are  expected  to 
come  for  work  where  work  is  offered;  work  for  little 
more  than  subsistence  rates  while  it  is  offered;  and 
get  out  when  it  is  finished.  Theirs  is  the  greater 
risk  in  the  sense  that  they  put  all  their  strength  — 
their  working  capital  —  at  the  disposal  of  a  given 
enterprise.  Its  success  or  failure  is  their  livelihood  or 
unemployment. 
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There  appear,  therefore,  to  be  really  two  kinds  of 
risk  distinguishable  by  their  consequences.  To  the 
capital  provider  the  risk  is  a  property  one  —  usually  a 
matter  of  only  part  of  his  holdings.  To  the  manual 
worker  it  is  a  himian  one  —  a  matter  of  personal  and 
family  sustenance. 

It  would  probably  be  true  that  the  extent  of  the 
capitalist's  risk  would  depend  in  part  upon  the  propor- 
tion of  his  total  capital  that  was  committed  to  one 
venture.  And  altho  no  technique  has  yet  been  developed 
for  accurately  establishing  the  extent  of  risk  which  he 
assumes,  that  does  not  mean  that  it  is  imi)ossible. 
There  have  not  yet  been  publicly  available  the  data 
necessary  to  begin  to  formulate  a  method.  Up  to  the 
present  the  best  we  have  been  able  to  do  as  consumers  is 
to  try  to  protect  ourselves  by  a  variety  of  means  from 
claims  for  excessive  risk-earnings.  These  means  include, 
for  example,  publicity  of  certain  corporation  accounts, 
the  taxation  of  unearned  increments,  of  incomes, 
special  privileges,  franchises,  royalties  and  patent 
rights. 

The  workers  as  distinct  from  the  consumers  will  have 
to  protect  themselves  by  some  other  means  such  as  we 
shall  presently  outline. 

Leaving,  for  the  moment,  the  question  of  the  cost  of 
risk,  let  us  proceed  to  a  summary  of  the  other  elements 
in  production  costs,  since  this  offers  the  readiest  method 
of  arriving  at  a  knowledge  of  the  amount  available  for 
wage  and  salary  earnings.  The  next  point  that  arises  — 
as  to  whether  interest  and  dividends  on  capital  shall  be 
a  cost  charge  or  not  —  is  one  that  is  still  a  much  mooted 
question  in  the  accounting  world.  At  least  a  part  of  the 
occasion  for  debate  is  that  those  who  are  getting  high 
profits  on  the  pretext  of  the  great  risk  involved  know 
that  in  many  instances  a  careful  analysis  of  their  busi- 
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ness  would  justify  the  disbursement  of  earnings  little  if 
any  above  the  current  interest  rate  for  that  industry.  In 
these  instances,  if  the  interest  charge  computed  at  the 
current  rate  for  the  industry  were  made  one  of  the  costs 
of  the  business,  instead  of  being  left  as  now  a  variable 
amount  contingent  upon  the  concern's  profits,  the  sur- 
plus would  be  so  large  as  to  occasion  a  protest  from 
consumers  on  the  score  of  the  high  cost  of  the  com- 
modity and  from  the  workers  on  the  score  of  low  wages. 
If,  therefore,  we  are  ever  to  get  the  conditions  of  a  busi- 
ness clearly  before  us,  the  interest  charges  should  be 
definitely  limited,  or  be  on  an  agreed  sliding  scale. 
This  item  should  then  constitute  part  of  the  cost.  This 
means,  of  course,  that  so  much  of  interest  as  is  sup- 
posed to  be  a  payment  for  risk  will  no  longer  figure  as  a 
part  of  interest,  but  will  be  treated  separately  on  its 
merits,  either  as  another  item  of  cost  or  as  one  of  the 
items  to  be  met  in  the  division  of  that  residuum  which 
we  are  about  to  arrive  at. 

The  changes  made  for  depreciation  and  for  reserves 
may  at  any  time  become  the  subject  of  controversy. 
For  these  items  also  it  is  impossible  to  generalize  as  to 
what  would  be  a  fair  allowance.  But  as  long  as  amounts 
thus  written  off  are  publicly  known  the  possibility  of 
abuse  is  reduced. 

The  cost  of  raw  materials  is,  so  far  as  we  are  here  con- 
cerned, a  fixed  item;  as  is  also  the  charge  for  patent 
rights.  A  further  cost,  the  importance  of  which  is  now 
being  understood,  is  that  necessary  to  keep  working 
conditions  up  to  a  high  human  standard.  This  should 
include  provision  of  the  best  contrivances  in  matters  of 
sanitation,  ventilation,  prevention  of  fire,  sickness  and 
accident. 

Finally,  a  knowledge  of  the  selling  price  of  the  goods 
Iiroduced  will  enable  us  to  find  the  amoimt  which  is  left 
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to  pay  for  the  services  of  managers  and  manual  workers 
and  possible  additional  pay  to  the  risk  takers.  The 
selling  price  depends,  of  course,  upon  many  conditions. 
But  in  general,  we  know  that  the  price  at  which  an 
article  will  be  sold  is  governed  by  the  expectation  of  a 
certain  demand  for  a  certain  amount  of  product.  And 
in  a  well-established  market  the  amount  that  can  be 
sold  and  the  prices  at  which  it  is  possible  to  offer  goods 
are  both  greatly  limited. 

We  can,  then,  as  a  general  proposition  come  to  this 
conclusion:  the  amount  left  after  deducting  the  above 
costs  from  gross  income  will  give  the  amount  that  is  left 
for  division  among  the  active  agents,  head  and  hand 
workers,  in  a  business. 

All  this  will,  of  course,  seem  a  completely  backhanded 
way  of  going  at  the  problem  to  those  familiar  with  the 
thesis  that  labor  is  to  be  bought  in  the  cheapest  market 
and  that  wages  are  one  of  the  principal  costs  which  the 
risk  takers,  as  initiators  of  enterprise,  must  meet.  Our 
procedure  has  completely  reversed  prevailing  practice. 
But  any  consideration  of  the  problem  that  is  going  to 
face  every  factor  frankly,  and  most  important  of  all,  is 
going  to  give  workers  confidence  in  the  rates  that  are  set 
and  consumers  confidence  in  existing  prices,  will  have  to 
result  in  some  such  attitude  toward  the  costs  of  produc- 
tion. For  it  is  at  this  point,  the  discrepancy  between 
the  earnings  of  workers  and  owners,  that  the  prevalent 
unrest  is  most  acutely  occasioned. 

There  is  a  growing  tendency  to  consider  the  division 
of  earnings  on  this  ultimate  basis.  It  does  not  mean 
that  tomorrow  any  business  can  say  definitely  what  its 
residumn  is  and  sit  down  to  haggle  with  employees  over 
its  distribution.  But  certain  definite  steps  toward  a 
more  equitable  arrangement  can  be  at  once  taken  by  any 
company.    It  is  clear  that  actual  payments  to  workers 
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cannot  be  made  only  once  a  year,  after  the  results  of  the 
year's  business  have  become  known.  Weekly  drawing 
accounts  must  be  settled  upon,  and  how  the  amounts  of 
these  can  be  arrived  at  is  the  next  question.  If  at  the 
end  of  a  year  there  is  still  a  net  surplus  after  all  these 
charges  have  been  met,  we  have  an  amount  which  can 
be  api)ortioned  between  workers  and  risk  takers  on  a 
basis  which  will  also  have  to  be  agreed  upon. 

How,  then,  to  settle  the  amount  due  the  president,  the 
office  boy,  and  the  truck  hand  ?  Clearly  the  first  duty 
will  be  to  establish  a  minimum  rate  below  which  no 
worker  will  be  paid.  And  this  minimum  must  be  set  on 
a  flexible  scale  in  the  light  of  a  thoroly  contemi)oraiy 
knowledge  of  a  wholesome  standard  of  living  in  the 
locality  —  a  standard  that  includes  all  the  elements 
that  m^ke  for  a  progressive  citizenship.  In  order  to 
standardize  throughout  industry  an  approximately 
equal  minimum  basis,  it  is  increasingly  recognized  that 
certain  operating  standards  must  be  upheld  by  legisla- 
tion* These  standards  seem  destined  to  include  a 
minimum  wage,  safe  and  wholesome  working  conditions, 
accident,  sickness,  and  unemployment  compensation, 
and,  if  necessary,  a  pension  diuing  old  age. 

If  we  can  next  get  some  notion  of  maximmn  salary, 
we  are  then  left  to  the  most  trying  problem  —  settling 
the  amounts  of  earnings  between  the  extremes.  For 
some  time  to  come  it  would  seem  that  the  law  of  supply 
and  demand  working  to  adjust  earnings  in  the  field  of 
executive  and  administrative  positions  would  not  lead 
us  very  far  astray.  Able  administrators  are  rare.  Their 
value  is  appreciated  more  and  more  throughout  the 
industrial  hierarchy.  Business  owners  and  workers  as 
well  are  showing  themselves  willing  to  pay  what  they 
must  to  get  the  right  type  of  leadership.  Moreover,  the 
effect  of  publicity  and  the  increasing  influence  of  the 
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wage  workers  in  these  matters  will  be  an  invaluable 
corrective  force. 

As  to  the  work  of  manual  laborers  themselves,  present 
practices  checked  by  thoro  job  analysis  will  give  some 
rough  indication  of  the  relative  value  of  the  several 
tasks  in  a  factory.  Beyond  that  it  would  seem  that  the 
finer  adjustments  are  subject  to  the  indefinite  pulling 
and  hauling  of  several  forces  in  an  effort  to  establish  a 
momentary  equilibrimn.  A  sense  of  hmnor  must  keep 
us  from  feeling  any  ultimate  certainty  or  security  in 
fixing  one  man's  worth  as  so  much  and  another's  at  a 
few  cents  more.  This  cannot  be  done  on  any  absolute 
basis.  But  we  can  do  the  next  best  thing.  We  can  get 
the  interested  parties  together  and  let  them  thrash 
matters  out  with  the  financial  and  technical  facts  fully 
before  them. 

The  same  argument,  therefore,  seems  to  hold  here 
that  was  advanced  in  the  case  of  job  determination. 
The  several  forces  at  interest  in  any  decision  must  be 
represented  in  making  it.  There  the  matter  to  settle 
was  the  amoimt  and  quahty  of  work;  here  it  is  the 
amount  of  pay  for  that  work.  The  representative  body 
that  settles  this  question  is  called  the  Wage  Board.  It 
represents  the  managing  interests,  the  workers  as  a 
whole,  the  workers  at  the  particular  operation,  and  the 
financial  or  capital  owning  interests,  as  distinct  from 
those  of  management. 

Whether  the  rate  set  be  a  week  rate  or  a  piece  rate 
or  some  combination  is  a  secondary  point.  Any  of 
these  may  offer  sufficient  incentive  and  adequate  yearly 
earnings.  With  certain  kinds  of  work  a  piece  rate  care- 
fully set  can  be  an  equitable  method  of  payment.  To 
insure  this,  both  worker  and  employer  must  be  specifi- 
cally protected  —  the  worker  from  rates  set  too  low, 
the  employer  from  a  sporadic  and  irregular  output  which 
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may  result  when  piece  work  is  done  at  the  employeei's 
convenience.  The  worker  must  secure  a  piece  rate 
sufficient  to  offer  an  adequate  weekly  wage  if  a  rea- 
sonable speed  is  attained.  The  employer  is  justified  in 
demanding  that  finished  work  be  forthcoming  with  a 
regularity  known  in  advance  sufficiently  to  enable 
work  to  be  routed  through  the  factory  in  a  systematic 
fashion  and  delivered  promptly  as  ordered.  This  end 
would  be  secured  if  amoimts  of  output  were  jointly 
agreed  to. 

If  the  job  analysis  be  properly  made,  so  that  the 
achievement  of  the  worker  week  in  and  week  out  can  be 
checked  against  a  fair  expectation,  weekly  wage  pay- 
ment probably  offers  the  most  generally  satisfactory 
method  of  pay,  when  everything  is  taken  into  accoimt. 
This  does  not  mean  that  every  worker  is  paid  the  same. 
On  the  contrary,  since  the  Determining  Board  has 
already  furnished  certain  indications  as  to  the  relative 
capacity  of  the  slow,  medium  and  exceptional  worker, 
the  Wage  Board  has  at  hand  a  useful  gauge  in  helping 
it  to  decide  what  different  weekly  earnings  it  will  give 
for  different  amounts  of  output  at  each  job. 

The  important  point  is,  and  this  corresponds  with 
the  most  successful  prevailing  practice,  that  the  unit 
of  time  taken  to  judge  the  worker's  achievement  and 
capacity  must  be  a  relatively  long  imit,  which  admits 
of  a  recognized  fluctuation  in  a  person's  work  from  horn* 
to  hour  and  day  to  day.  If  the  work  of  an  employee  is 
averaged  over  a  given  period  from  adequate  production 
records,  there  can  be  little  dispute  whether  he  had  over 
that  period  turned  out  an  amount  of  output  agreed  to 
as  reasonable  for  those  of  a  certain  degree  of  skill. 

All  this  reSnf  orces  om*  point  as  to  the  necessity  of  the 
workers'  participation  in  settling  what  will  constitute 
fair  rates.    It  may  be  urged  that  were  the  rate  fairly 
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set,  no  need  for  the  worker's  voice  in  the  matter  would 
arise.  But  what  is  ''  fair  "  is  precisely  the  question  in 
dispute.  Moreover,  in  the  long  run  no  one  can  be  relied 
upon  to  have  perpetual  concern  for  anybody's  interest 
but  the  person  himself.  There  is  nothing  invidious 
about  this.  It  is  a  fact.  And  it  is  decidedly  character- 
istic of  the  best  human  nature  that  we  know.  It  simply 
means  that  no  one  dares,  or  should  dare,  to  speak  finally 
for  another  in  matters  closely  relating  to  that  other's 
well-being.  The  '^  fairness  "  of  wage  divisions  is  depend- 
ent upon  all  interests  receiving  equal  consideration. 

The  participation  of  the  workers  as  a  whole  in  the 
decision  as  to  rates  and  amounts  of  earnings  is  the  final 
safeguarding  provision,  since  imder  fair  conditions  no 
one  is  in  better  position  to  judge  of  a  man's  attitude 
toward  his  work  and  his  success  at  it  than  those  among 
whom  he  works.  The  amount  that  goes  to  one  group 
of  workers  will  also  limit  by  so  much  the  amount  avail- 
able for  the  others.  There  are  therefore  in  several 
directions  checks  and  balances  upon  the  process  of 
distributing  earnings. 

It  is  interesting  to  consider  that  in  addition  to  giving 
adequate  recognition  to  the  worker's  claim  for  a  voice  in 
dividing  earnings,  this  method  offers  the  only  real  pro- 
tection to  the  business  administrator.  By  the  presence 
of  representatives  of  other  interests  than  those  respon- 
sible for  immediate  output,  he  is  almost  automatically 
prevented  from  trying  to  gain  a  short  time  advantage  in 
these  matters,  as  against  the  really  more  valuable  long 
time  advantage  which  a  policy  of  human  conservation 
would  afford. 

To  return  now  to  the  question  of  pajrment  for  risk, 
it  is  seen  to  be  a  difficult  one  from  the  point  of  view  here 
established.    But  that  a  more  representative  control  in 
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industry  would  mean  an  ignoring  of  the  risk  element 
is  unlikely.  It  cannot  be  ignored.  But  it  still  remains  to 
decide  who  will  be  asked  or  allowed  to  assume  industrial 
risks.  This  must  be  the  subject  of  another  discussion. 
We  can  be  sure,  however,  that  under  more  widely  dis- 
tributed control  the  reward  to  risk  takers  will  tend  to 
approximate  more  nearly  the  risks  which  the  facts  of  a 
given  industry  show  that  the  enterprisers  assume.  For 
some  time  to  come,  of  course,  the  distribution  of  net 
surplus  will  remain  with  boards  of  directors  representing 
predominantly  the  capital  owners.  But  how  much  sur- 
plus will  be  accimiulated,  and  whether  it  will  be  used  for 
extra  dividends  or  stock  dividends,  is  a  matter  of  vital 
importance  not  only  to  the  owners  but  to  the  workers 
and  consumers.  And  these  groups  are  destined  to  take 
a  hand  in  influencing  the  results  if  any  fairer  distribution 
is  to  take  place. 

The  advantages  of  the  method  here  proposed  for 
dividing  the  net  earnings  of  a  business  may  be  summed 
up  as  follows: 

It  automatically  gives  the  workers  and  the  public 
the  protection  which  comes  from  knowledge  of 
expenses,  of  gross  earnings,  and  of  the  residuum. 

It  tends  to  make  individual  earnings  more  nearly 
correspond  to  the  worker^s  interest  and  effort. 

It  makes  participation  in  the  control  of  industry 
not  simply  a  '^  right ''  but  an  arduous  responsi- 
bility of  workers  and  consumers. 

It  protects  the  employer  from  the  temptation  to 
false  economy  in  low  labor  costs. 

It  tends  to  give  to  owners  of  capital  only  as  much 
as  it  is  necessary  to  pay  to  get  capitid;  since  it 
states  separately  the  costs  of  managerial  ability, 
risk  and  capital  per  se. 
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All  this  proposes  to  introduce  into  the  finandai 
aspects  of  the  discussion  many  considerations  which  are 
not  current  practice  in  any  but  public  service  corporis 
tions  —  some  not  even  existent  there.  In  public 
utilities  the  community  has  come  to  see  the  logic  of 
publicity  and  limited  dividends,  in  order  that  it  be  in  a 
position  to  decide  the  merits  of  increases  in  capitaliza- 
tion, changes  in  rates,  the  justice  and  expediency  of 
wage  demands  and  the  like.  In  exactly  the  same  way, 
as  the  problem  of  the  division  of  earnings  in  what  we 
today  call  private  industry  goes  before  wider  tribunals 
these  relevant  facts  must  be  forthcoming.  And  they 
stand  increasingly  to  be  forthcoming  on  the  assumption 
above  made,  that  those  who  do  the  work  are  to  partici- 
pate in  the  residuum  which  is  left  after  the  other  more 
or  less  fixed  charges  upon  industry  are  met. 

Robert  G.  Valentinx, 
Ordway  Tead. 
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The  union  of  the  leading  Gennan  steel  manuf  actureis 
in  the  steel  syndicate  in  the  year  1904  brought  into 
existence  the  most  comprehensive  combination  in  the 
Gennan  iron  industry  and,  next  to  the  coal  syndicate^ 
the  most  powerful  of  all  Gennan  cartells.  Its  organiza- 
tion was  of  the  advanced  cartell  type,  providing  ade- 
quate machinery  for  the  puri)oses  of  the  combination, 
chief  among  which  were  limitation  of  production  and 
control  of  price.^     The  steel  works  owners  became 

1  The  otiMUMtkm  of  the  steel  ssmdiflate  and  its  operation  to  the  end  of  1906  are 
follir  treated  in  an  ezoellent  artiele  by  Dr.  Frands  A.  Walker  published  in  this  Jooznal, 
May.  1906,  pp  8S3-808,  to  whieh  the  reader  is  referred.  In  addition  to  the  sourecs 
then  sited  najr  be  mentioned  the  sabseqnently  ianied  Ocnksefaiift  neber  dss  KarteU- 

360 
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members  of  the  Association  of  Steel  Works  Owners  and 
at  the  same  time  stockholders  of  the  steel  syndicate, 
which  constituted  the  sales  and  administrative  agency 
of  the  combination.  With  this  limited  liability  com- 
pany they  were  bomid  as  producers  by  contracts  which 
obligated  them  to  sell  certain  types  of  steel  products 
exclusively  to  the  syndicate  in  specified  amounts  for  a 
period  of  three  years.  The  syndicate  sales  agency  dealt 
only  with  the  so-called  A-products,  including  railroad 
and  structural  steel,  and  heavy-steel  manufactures 
such  as  ingots,  blooms,  billets,  and  sheet  plates.  The 
large  group  of  more  highly  finished  articles,  such  as 
bars,  wire  rods,  sheets  and  plates,  called  B-products  in 
the  syndicate  contract,  were  merely  limited  as  to 
volume  of  production;  they  were  not  handled  by  the 
syndicate. 

It  was  the  hope  and  ambition  of  organizers  so  to 
extend  the  scope  and  power  of  the  steel  syndicate  as  to 
include  B-products.  How  far  actual  developments  have 
divei^ged  from  original  aspirations  will  appear  in  the 
course  of  the  present  study.  The  internal  history  of  the 
syndicate  is  largely  concerned  with  the  efforts  made  to 
maintain  and  increase  its  control  in  this  direction  and 
in  others. 

I.  The  Fibst  Period,  1904-07 

As  organized  in  1904,  the  steel  syndicate  was  not 
regarded  as  complete  with  respect  to  control  or  perfect 
as  regards  organization.  In  three  directions  lay  possi- 
bilities of  increasing  the  market  control  of  the  combina- 
tion: first,  in  an  increase  of  its  domestic  control  over 
A-products,  90  per  cent  of  the  production  and  sale  of 

wvMii,  Teil  I,  1905,  (Druoksaohen  des  deutsohen  Reiohstagw,  11  LegiBlAtur-periode, 
n  SeMion,  19(NM)6,  Nummer  4);  hereafter  eited  as  Denksohrift.  Cf.  alao  the  Report 
of  the  Federal  Trade  CommiMion  on  Cooperation  in  American  Export  Trade^  1916, 
Pt.  I,  pp.  214  et  eeq.;  Pt.  II.  pp.  3-19. 
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which  it  governed  as  early  as  the  beginning  of  1905;  ^ 
secondly,  in  an  extension  of  its  power  to  lighter  steely 
the  so-called  B-products;  and  lastly,  in  the  protection 
of  the  domestic  market  from  foreign  interference. 

(1)  The  manufacture  of  the  remaining  10  per  cent  of 
A-products  was  divided  among  several  large  concerns: 
one  in  Westphalia  and  the  others  in  Upper  Silesia,  and  a 
number  of  the  smaller  open  hearth  works  located  chiefly 
in  the  Siegerland  iron  region.  The  Westphalian  Steel 
Works  Company  could  not  be  induced  to  enter  the 
syndicate  during  the  period  of  its  first  contract;  but 
with  the  Upper  Silesian  concerns  the  combination  was 
more  successful.  After  protracted  negotiations  result- 
ing in  the  formation  of  the  Upper  Silesian  Steel  Works 
Union  dealing  with  lighter  steel,  so  organized  as  to 
cooperate  with  the  syndicate  in  heavy  products,  those 
Upper  Silesian  firms  which  had  not  joined  at  the  outset 
finally  entered  the  syndicate  in  1905.' 

The  open  hearth  works  controlled  but  a  small  propor- 
tion of  the  total  steel  production  and  most  of  this  was 
ordinarily  manufactured  into  B-products  which  enjoyed 
a  well-defined  market  preference.  Accustomed  to  dis- 
posing of  their  entire  output  upon  the  domestic  market, 
they  were  averse  to  joining  a  combination  in  which  they 
would  be  compelled  to  share  the  costs  of  fostering  the 
export  trade  by  means  of  bounties  to  be  paid  to  their 
eq)orting  competitors.  There  were  advantages  in 
remaining  outside.  Production  could  be  increased 
without  restraint  when  the  market  seemed  favorable. 
They  saved  the  expense  of  cartell  membership.  They 
believed  that  the  steel  syndicate  could  not  afford  to 
break  the  market  for  heavy  steel  by  price  cutting  merely 

>  Berlinar  JahrbOoher.  1906.  p.  lOfi. 

>  For  detsib  ef.  Koatradiktonsche  Verhandlunten,  yol.  iv,  pp.  278,  475  et  teq.; 
DwkMbrift,  pp.  U,  50.  816;  KarteU  Rundsohftu.  1004.  pp.  450,  582;  1905,  pp.  372 
•t  taq.,  428,  400;  QuMterly  Joanal  of  Eoonomios.  vol.  zx,  p.  875. 
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in  order  to  silence  the  competition  of  producers  of  so 
small  a  fraction  of  the  total. 

The  steel  syndicate  endeavored  to  persuade^  then  to 
coerce  the  open  hearth  works,  by  increasing  the  prices 
of  raw  material  through  readjustment  of  freight  bases, 
into  joining  the  cartell;  but  to  no  avail.^  Negotiations 
were  resumed  after  an  unsuccessful  attempt  to  syndicate 
bars  in  1905,  but  were  likewise  fruitless,  altho  seconded 
by  the  coal  syndicate  at  this  time.  The  open  hearth 
works  were  the  best  customers  of  the  coal  and  pig  iron 
syndicates.  Members  of  the  steel  sjmdicate  themselves 
idmost  without  exception  bought  no  coal  and  pig  iron; 
they  produced  their  own,  and  hence  had  also  become 
influential  members  of  the  coal  and  pig  iron  combina- 
tions.* As  members  of  the  latter  cartells  they  wished  to 
retain  the  open  hearth  concerns  as  customers;  yet  as 
members  of  the  steel  syndicate,  they  found  the  competi- 
tion of  these  concerns  at  least  potentially  annoying. 
Efforts  to  bring  the  latter  into  line  were  finally  aban- 
doned; their  entrance  into  the  syndicate  was  of  small 
importance  when  consideration  of  the  extenf^ion  of  the 
steel  syndicate  itself  was  taken  up  in  1906-07. 

(2)  The  control  of  B-products  would  have  added 
immensely  to  the  power  and  comprehensiveness  of  the 
steel  syndicate.  At  the  outset  it  was  firmly  intended  to 
bring  about  their  inclusion  as  soon  as  possible,  and  the 
restriction  imposed  upon  their  production  by  the  syn- 
dicate agreement  of  1904  was  regarded  as  a  first  step 
toward  the  goal.  As  the  then  existing  combinations 
controlling  particular  classes  of  B-products  expired,  they 
were  to  be  absorbed  one  by  one,  until  lighter  steel 
should  be  as  firmly  controlled  as  A-products.  The  steel 
syndicate  was  in  no  position  to  take  action  until  its 

>  KwteU  RuxMiaohau,  1004,  pp.  440.  760;  BwUner  Jahibtlohflr,  1006,  p.  116. 
t  KvteU  RondMUu.  1006,  pp.  106.  104.  402. 
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members  had  designated  their  intended  group  division 
of  the  total  B-allotment,  which  was  to  be  declared  in  the 
fall  of  1904.  By  that  time  the  outlook  for  the  successful 
consummation  of  plans  to  syndicate  B-products  had 
grown  considerably  darker;  in  fact,  even  the  continu- 
ance of  the  existing  specialized  combinations^  had 
become  doubtful.  The  steel  s}mdicate  therefore  post- 
poned the  attempt  to  control  these  products,  and  di- 
rected its  energies  to  the  retention  and  expansion  of  the 
threatened  existing  cartells  of  sheet,  wire  rod,  and  tube 
manufacturers,  and  the  formation  of  other  cartells  for 
the  branches  not  already  organized.  In  order  to  be 
effective,  such  combinations  must  include  the  large 
integrated  members  of  the  steel  syndicate  itself  as  well 
as  the  independent  rolling  mills.  The  steel  syndicate, 
as  the  chief  source  of  the  raw  material  used  by  the  latter, 
desired  that  its  customers  should  be  in  a  position  to 
shift  any  advance  in  the  price  of  raw  materials  and  to 
TnaintAJn  them  at  a  profitable  level;  since  thereby  com- 
plaints as  to  the  prices  of  half-finished  products  would 
be  eliminated  and  the  ultimate  inclusion  of  B-products 
facilitated  by  satisfactory  combination  experience  on 
the  part  of  the  independent  mills. 

The  codperation  of  the  members  of  the  steel  syndi- 
cate was  thus  essential  to  the  success  of  any  combination 
of  the  producers  of  B-products;  for  with  the  lower  costs 
of  production  of  the  great  integrated  concerns,  they  could 
by  their  competition  wreck  any  cartell  of  independ- 
ent producers.  Given  the  entire  willingness  of  its  own 
members  to  join  a  proposed  cartell  for  B-products,  the 
steel  syndicate  could  exert  pressure  upon  independent 
concerns  to  join,  by  controlling  the  output  and  prices  of 

1  For  an  the  purtieiiUur  groopB  of  B-produoti  except  steel  ban  there  existed  at  the 
time  of  the  organisation  of  the  steel  syndieate,  special  cartells  many  membeis  of  which 
beeaoike  membets  also  of  the  larger  combination.  These  were,  specifically,  the  light 
sheet,  the  heavy  sheet,  the  wire  rod,  the  gas  pipe  and  the  boiler  tube  cartells. 
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A-products,  especially  of  half-finished  products  used 
by  the  independent  rolling  mills,  to  the  disadvantage  of 
the  recalcitrant  firms.  Cutting  off  supplies  was  indeed 
not  ordinarily  effective,  and  merely  gave  an  opening  to 
the  open  hearth  works.  But  the  syndicate  might  grant 
concessions  in  prices  and  terms  to  those  firms  which 
acquiesced  in  its  wishes.  The  usual  form  of  concession 
was  the  grant  of  the  so-called  export  bounties.^  Begin- 
ning in  1905,  bounties  were  consistently  granted  for  the 
encouragement  of  the  export  trade  to  those  manu- 
facturers only  (otherwise  qualified)  who  were  organized 
in  cartells  to  which  the  bounties  were  paid  for  subse- 
quent distribution  among  members.  And  later  in  the 
same  year,  the  strictness  of  the  provisions  relating  to 
boimties  was  further  increased  by  the  requirement  that 
both  domestic  and  export  trade  must  be  under  cartell 
control  to  entitle  the  combinations  to  the  export  bonifi- 
cation.* The  wire  rod,  the  gas  pipe  and  boiler  tube,  the 
wire  nail  and  the  sheet  combinations  thus  qualified;  but 
the  grant  to  the  wire  rod  and  the  wire  nail  associations 
was  made  conditional  upon  their  extension  beyond  April, 
1906.  An  exception  was  made  in  the  case  of  bars;  it 
was  considered  impossible  to  form  a  syndicate,  and 
boimties  were  nevertheless  granted.'  The  extension  of 
the  wire  rod  combination  and  the  formation  of  the  Black 
Sheet  Association  are  to  be  ascribed  chiefly  to  syndicate 
policy  with  regard  to  export  bounties. 

On  the  other  hand,  the  codperation  of  the  integrated 
concerns  was  not  to  be  taken  for  granted.  Membership 
in  B-products  cartells  might  to  a  certain  extent  be 
beneficial  if  price  maintenance  were  carried  out  and 
economies  secured  in  distribution.  But  it  was  at  least 
open  to  question  whether  or  not  the  limitations  to  which 

>  a,  infA,  p.  286.  •  Ibid.,  p.  fl02;  1906.  p.  9M. 

*  KitftcD  RttiukohMi,  1005,  pp.  146,  602. 
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they  would  be  compelled  to  submit  as  members  of  a 
cartell  would  not  entail  a  sacrifice  outweighing  the 
benefits.  Maintenance  of  output  at  a  fably  uniform 
volume  was  essential  to  the  greatest  efficiency  of  pro- 
duction. If  A-products  were  syndicated  a  decrease  in 
the  demand  for  these  could  only  be  compensated  for  by 
increasing  the  production  and  sale,  perhaps  at  low  prices, 
of  B-products,  which  quantitatively  were  not  so  rigidly 
restricted.  B-products  formed  a  sort  of  buffer  between 
the  fluctuations  in  the  demand  for  A-products  and  the 
disposition  of  a  constant  total  output.  The  peculiar 
fitness  of  steel  bars  to  perform  this  function  of  an  outlet, 
or  "  Sicherheitsventil ''  accounts  for  much  of  the  diffi- 
culty experienced  in  the  efforts  to  bring  them  under 
syndicate  control.^ 

The  first  period  of  the  existence  of  the  steel  sjmdicate 
seems  to  have  been  one  of  disintegration  of  B-products 
combinations.  It  was  found  impossible  to  cartell  bar 
producers.  Several  of  the  existing  combinations  were 
dissolved  during  the  three  years.  The  light  sheet  asso- 
ciation expired  and  only  a  shadow  of  the  former  organi- 
zation took  its  place  as  the  result  of  the  efforts  of  the  steel 
combination.*  The  heavy  sheet  cartell  was  likewise  not 
reorganized  or  renewed  upon  expiration.    Only  ship- 

>  Control  of  the  production  of  steel  bars  would  have  added  more  to  the  power  oi  the 
Bled  syndicate  than  the  control  of  any  other  daaa  of  B-producta.  They  constituted  the 
ehief  B-produetion  of  syndicate  members,  amounting  to  70  per  cent  of  the  total  for  the 
Empire  <1.6  million  tons),  the  balance  being  turned  out  by  the  independent  rdling  mills. 
about  twenty  in  number,  and  by  some  siacteen  open  hearth  concerns.  Unlike  the  other 
B-produots,  the  steel  bar  branch  possessed  no  cartel!  in  1904,  in  spite  of  the  numerous 
ftttempts  made  in  previous  years.  Efforts  were  resumed  after  the  organisation  of  the 
steel  syndicate,  but  the  difficulty  of  forming  a  firmly  organised  syndicate  caused  leaders 
to  tarn  their  attention  to  loose  price  agreements.  Several  of  these  were  made,  but  the 
levd  of  prioes  maintained  was  not  high  enough  to  remove  dissatisfaction.  Endeavors 
were  abandoned  late  in  1006  and  were  not  resumed  tmtil  over  a  year  later  in  connection 
with  the  renewal  of  the  syndicate.  Kartell  Rundschau,  1004,  pp.  800,  402;  1005,  pp. 
llfi.  367, 400;  Berliner  JahrbQober,  1905,  p.  115. 

*  The  distinction  between  light  and  heavy  sheets  controlled  by  the  two  sheet  oom- 
fainations  was  an  arbitrary  one;  the  division  was  made  at  a  thickness  of  5  mm.,  all  above 
I  as  heavy. 
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building  material  was  placed  under  syndicate  control; 
a  result  not  due  to  the  steel  syndicate  but  to  nationalis- 
tic motives  and  to  preferential  railway  rates  granted  by 
Prussian  railways.  The  wire  rod  syndicate  was  with 
great  difficulty  extended  to  the  middle  of  1907;  but  the 
wire  nail  syndicate  closely  affiliated  with  it  was  defi- 
nitely dissolved  and  not  even  a  price  agreement  took  its 
place.  Moreover  efforts  to  syndicate  wire  had  borne  no 
result.  The  extension  of  the  gas  pipe  and  boiler  tube 
combinations  took  place  prior  to  the  definitive  organiza- 
tion of  the  steel  syndicate.  In  general  it  was  found 
impossible  to  carry  negotiations  forward  to  a  successful 
conclusion  before  the  middle  of  1906.  The  extension  of 
the  steel  syndicate  then  became  the  center  of  interest; 
while  consideration  of  the  syndication  of  B-products 
was  postponed.^ 

The  underlying  cause  for  the  failure  to  cartell  B-prod- 
ucts in  the  period  1904-07  seems  to  have  been  the 
irreconcilable  conffict  of  interests  between  the  integrated 
works  in  the  steel  sjmdicate  and  the  independent  pro- 
ducers, usually  smaller  rolling  mills  not  possessing  the 
advantages  of  integration;  both  of  these  interests  must 
be  included  in  any  combination  aiming  to  control  a 
group  of  B-products.  Added  to  this  was  the  influence  of 
the  extreme  prosperity  experienced  by  the  iron  industry, 
1905-07,  which  rendered  combination  of  less  interest 
to  producers;  business  was  good,  prices  were  high,  and 
all  firms  were  working  overtime  to  execute  orders. 

(3)  The  third  and  last  means  of  increasing  market 
control  adopted  by  the  steel  syndicate  was  that  of  secur- 
ing immunity  from  foreign  competition  through  agree- 
ments with  foreign  producers.  Precise  information, 
with  regard  to  those  arrangements  in  which  the  steel 

>  Details  on  the  history  of  the  ▼ariousBubaidiafysy&dioatcs  for  B-produotosM  tote 
found  in  the  general  souroee  dted  for  thie  peper.  To  follow  them  here  would  unduly 
euuber  the  diicniHHion 
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produceiB  of  the  United  States  are  presumed  to  have 
participated,  is  much  more  difficult  to  secure  than  that 
concerning  German  cartells.  However,  it  is  quite  cer- 
tain that  an  international  rail  cartell,  in  the  formation 
of  which  the  German  steel  syndicate  took  a  leading  part, 
was  organized  in  1904,  and  continued  to  exist  for  a 
decade.  Austrian,  German,  English,  American  and 
Belgian  producers  agreed  upon  limitation  of  export  to 
various  countries  and  territorial  division  of  the  market. 
Other  agreements  of  the  steel  syndicate  with  Belgian 
and  French  steel  concerns,  concerning  the  division  of 
the  market  for  half-products  and  for  beams,  were  of  less 
importance.^ 

Surveying  the  results  of  the  efforts  of  the  steel  syndi- 
cate to  increase  its  control  during  the  first  period  of  its 
existence,  it  must  be  admitted  that  they  were  not 
attended  with  startling  success.  The  control  in  A-prod- 
ucts  had  been  slightly  increased  by  the  entrance  of  the 
Upper  Silesian  concerns,  but  neither  the  WestphaUan 
Steel  Works  Company  nor  the  open  hearth  concerns  had 
receded  from  their  positions.  Nothing  had  been  accom- 
plished with  B-products  and  conditions  were  more 
unfavorable  for  the  speedy  inclusion  of  these  than  in 
1904. 

II.  The  Second  Period,  1907-12 

The  steel  syndicate  contracts,  made  in  1904,  were  to 
expire  in  three  years  from  date  of  organization  —  so 
short  a  period  that  matters  connected  with  the  initial 
organization  had  scarcely  been  settled  when  the  ques- 
tion of  renewal  came  up.  for  consideration.  Experience 
of  the  members  with  the  operation  of  the  sjmdicate  had 

>  Kwtdl  RundMhao,  1904.  p.  401;  1006,  p.  leO;  1906.  p.  698;  Stahl  imd  Eisn, 
19IJ,p.882. 


Digitized  by  VjOOQIC 


268  QUARTERLY  JOURNAL  OF  ECONOMICS 

been  sufficiently  satisfactory  to  incline  them  toward 
extension  rather  than  toward  a  restoration  of  unre- 
strained competition.  Prices  and  profits  had  been  good 
during  the  major  portion  of  the  period.  How  much  of 
this  was  due  to  syndicate  influence  is  problematical; 
probably  the  influence  of  the  hauase  of  1906-07  was 
underrated  by  proponents  of  the  combination. 

Nevertheless  it  was  recognized  that  renewal  would  be 
effected  only  with  difficulty  and  would  be  dependent 
upon  the  satisfactory  adjustment  of  several  important 
matters  of  controversy.  Upon  one  point  only  was  agree- 
ment reached  with  ease:  concerning  a  change  in  organ- 
ization by  dropping  the  Beirat  or  advisory  council, 
which  had  been  according  to  the  original  articles,  the 
most  important  governing  body.*  Any  member  or 
group  of  members  was  entitled  to  name  a  member  of 
this  council  for  each  half  million  tons  of  allotment  of 
A-products.  There  were  consequently  nine  voting 
members.  In  addition  each  member  of  the  cartell  could 
send  a  representative  entitled  to  take  part  in  the  dis- 
cussions of  the  council  but  having  no  vote.  The  active 
interest  of  members  in  the  transactions  of  the  advisory 
council  brought  it  about  that  nearly  all  the  members  of 
the  syndicate  were  represented  at  its  meetings.  All 
demanded  power  to  vote.  Thus  upon  matters  which 
had  to  be  referred  to  the  general  meeting  of  members, 
there  was  merely  a  repetition  of  the  discussion  which 
had  been  held  in  advisory  council  meetings,  and  usually 
by  the  same  persons. 

More  difficult  of  solution  were  the  problems  of  read- 
justing freight  bases  and  accountants'  prices.^  Upon  the 
question  of  freight  bases  there  was  a  split  between  the 

1  KarteU  Rundsohftu,  1006.  p.  670;  1907.  p.  382. 

*  The  aooountanto'  prices  (Rechnung^preiae)  were  the  fninimiim  prices  paid  by  the 
qrxidioate  for  A-produots  purohssed.  The  balance  remaining  from  sales  at  higher  prices 
was  distributed  periodically  after  expenses  of  the  organisation  had  been  deducted. 
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Bhenifih-Westphalian  and  the  Saar-Siegerland  groups 
of  works,  the  latter  claiming  that  the  bases  aready 
selected  by  the  syndicate  were  unduly  prejudicial  to  the 
interests  of  the  South  German  steel  works.^  They 
threatened  to  withdraw  from  the  combination  unless 
the  relation  were  modified.  The  accountants'  prices 
seem  to  have  been  considerably  higher,  as  compared  to 
cost  of  production,  for  railroad  material  and  structural 
steel  than  for  half-finished  products.  There  was  con- 
sequently an  additional  inducement  for  works  to  neglect 
the  production  of  half-product»  for  the  market  and  to 
increase  the  production  of  the  other  two  groups  of 
A-products;  a  development  to  be  regretted  in  view  of 
the  appreciable  shortage  of  half-products  which  occurred 
in  1906  and  1907. 

To  compromise  the  diflPerences  arising  out  of  the  pref- 
erential treatment  enjoyed  by  certain  members  of  the 
steel  syndicate  under  the  old  agreement  was  a  further 
task  for  advocates  of  extension.*  As  an  inducement  ta 
enter  the  combination,  the  Phoenix  firm  had  in  1904 
been  conceded  the  privilege  of  buying  its  extra  require- 
ments of  half-products  from  the  syndicate  at  special 
prices.  Certain  South  German  firms  received  special 
prices  for  their  output  by  virtue  of  special  contract.  As. 
was  to  be  expected,  these  firms  insisted  upon  the  reten- 
tion of  their  favorable  positions.  The  sentiment  of 
many  members  of  the  steel  syndicate  was  in  favor  of 
discontinuing  all  such  special  contracts  and  refusing  to 
enter  into  new  ones. 

Far  more  serious  and  far  more  difficult  to  solve  were 
the  problems  connected  with  the  relations  of  certain 
members  of  the  steel  syndicate  to  mercantile  firms.* 

1  Kwtdl  RandMliaa,  1006,  pp.  570,  571. 
>  IbUL,  1907.  p.  159. 

•  Ibid.,  1906.  pp.  807.  868;  1907,  p.  298;  Iron  Ace,  1907.  p.  1271.  d.  alao  Britiah. 
Coimlar  Bcporto  for  G«nnuiy,  1907.  no.  8487,  p.  66;  1908,  no.  4804,  p.  90. 


Digitized  by  VjOOQIC 


270  QUARTERLY  JOURNAL  OP  ECONOMICS 

The  members  of  the  cartell  in  general  had  become  more 
or  less  dependent  upon  the  organization  for  the  distribu- 
tion of  their  output  of  heavy  steel,  but  individual  works 
to  a  large  extent  had  got  out  of  touch  with  their  former 
clientele.  Certain  works,  fully  conscious  of  this,  began 
to  affiliate  themselves  with  mercantile  firms  as  a  pre- 
caution against  the  possibility  of  eventual  dissolution  of 
the  syndicate.  At  its  formation  in  1904,  three  impor- 
tant steel  works  had  been  closely  connected  with  whole- 
sale iron-dealing  firms,  and  indeed  had  in  part  developed 
from  these  firms.*  Fearing  that  the  activity  of  the  steel 
syndicate  would  tend  to  limit  that  of  the  dealers,  these 
three  demanded  and  received  a  guarantee  from  the  S3m- 
dicate  that  their  dealers  should  be  allowed  to  partici- 
pate in  the  business  at  least  to  the  same  extent  as  before 
the  organization  of  the  combination.*  But  all  other 
dealers  in  structural  steel  (the  chief  line  handled  by 
the  mercantile  firms)  had  been  compelled  to  enter  one 
or  other  of  the  Beam  Sales  Associations,  which  were 
strictly  controlled  by  the  syndicate  and  in  which  the 
privileges  of  dealers,  with  respect  to  the  size  of  allot- 
ments in  particular,  were  considerably  less  favorable 
than  those  conceded  to  the  works  dealers  (Werks- 
h&ndler). 

During  1906  several  other  works  proceeded  to  ally 
themselves  with  iron  dealers;  others  followed  their 
example  in  1907.'  Then  these  concerns  demanded  for 
the  mercantile  firms  with  which  they  had  become  con- 
nected the  same  privileges  and  concessions  which  had 
been  granted  to  the  three  firms  in  1904.  From  the  stand- 
point of  the  syndicate  there  were  several  objections  to 

>  These  were  the  Roehling^deWeadel,  and  Rombaeh  firms. 

*  KsrteU  Randsohau,  1007,  p.  208. 

«  For  a  oomplete  list  of  allianoes  see  ibid.,  1007,  V9-  300,  386;  aJso  Berfinar  Jahr- 
.  1007,  pp.  Ill,  112. 
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the  grant  to  more  dealers  than  had  been  favored  abeady . 
Such  concessions  constituted  preferential  treatment  of  a 
certain  set  of  dealers,  who  received  the  benefit  of  lower 
prices  than  those  fixed  by  the  syndicate  for  the  associa- 
tions and  whose  allotments  were  measured  with  greater 
liberality.  Further,  they  were  relieved  from  the  control 
which  the  steel  syndicate  could  exert  over  the  Beam 
Sales  Associations.^  Gleneral  opinion  among  dealers  was 
naturally  against  such  favoritism  to  selected  firms.  And 
those  members  of  the  sjmdicate  not  afi&liated  with 
mercantile  firms  felt  that  they  were  not  as  well  treated 
as  the  others. 

Most  delicate  and  difi&cult  of  all  were  the  problems 
connected  with  the  measurement  of  allotments.  Nearly 
all  the  members  desired  larger  figures  of  participation 
upon  extension  of  the  combination.  Two  classes  of 
concerns,  however,  were  especially  insistent  in  their 
demands:  first,  those  which  felt  that  at  the  organiza- 
tion of  the  cartell  they  had  not  received  allotments  as 
large  as  their  productive  capacity  entitled  them  to; 
second,  those  which  had  entered  on  schemes  of  expan- 
sion, either  by  large  extensions  of  plant  or  by  means  of 
amalgamation  with  firms  outside  the  syndicate,  and 
had  thus  secured  or  would  secure  in  the  near  future 
a  considerably  increased  productive  capacity.  A  part 
of  this  expansion  was  directly  traceable  to  the  influence 
of  the  steel  syndicate  itself.  Experience  had  shown  that 
in  order  to  secure  larger  allotments  cogent  reasons  must 
be  given.  The  best  of  all  reasons  was  afforded  by  a 
display  of  large  well-equipped  manufacturing  capacity. 

In  addition  to  the  problems  of  size  of  allotments  there 
was  the  difi&culty  of  division  between  A  and  B-products. 
During  the  period  1904-07  there  had  been  a  decided 
shift  in  the  case  of  many  members  from  the  manufacture 

1  Gf.  infra.,  p.  801. 
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of  heavy  A-products  to  more  highly  finished  B-products. 
This  development  rendered  the  syndicate  of  less  impor- 
tance to  its  own  members,  and  gave  them  at  the  same 
time  an  outlet  for  surplus  production.  To  reconcile  the 
conflicting  demands,  some  for  limitation  of  B-products, 
others  for  the  entire  removal  of  restrictions,  proved 
a  most  trying  task. 

As  is  so  often  the  case  in  cartell  negotiations  there 
seemed  to  prevail  a  sort  of  fatalistic  hope  that  the 
combination  would  be  extended  eventually,  even  tho 
nothing  was  accomplished  before  the  last  day  (in  this 
case  April  30,  1907).  In  the  course  of  the  protracted 
negotiations  extending  from  the  middle  of  1906,  after 
the  plan  for  provisional  renewal  had  been  abandoned, 
now  the  one  problem,  now  the  other  seemed  to  domi- 
nate the  situation.^  The  less  important  differences 
were  taken  up  first  and  disposed  of;  attention  was  then 
turned  to  decisive  matters.  But  the  necessary  assent 
to  extension  was  secured  only  two  hours  before  the  time 
limit  had  expired.*  At  this  time  the  Westphalian  Steel 
Works  Company  entered.* 

As  extended,  the  steel  syndicate  was  essentially  the 
same  in  form  as  before.^  The  most  conspicuous  change 
in  organization,  the  abolition  of  the  advisory  council  and 
the  assumption  of  its  powers  and  duties  by  the  general 
meeting  of  members,  was  more  nominal  than  real. 
Participation  in  B-products  was  henceforth  to  carry  the 
same  voting  power  as  A-products,  save  in  matters 
affecting  price  fixation  for  the  latter;  the  purpose  of  the 

1  Kartdl  RundMhau.  1900,  pp.  812. 818, 867. 660, 670;  1007,  pp.  24, 160, 206  et  mq. 

*  Ibid.,  1007,  p.  882;  BerUner  JahrbQoher,  pp.  100  et  Mq.;  Dm  HmndelMauMuin, 
1007,  p.  246;  Der  deutaohe  OekoDomist,  1007,  p.  203;  Iron  Age,  1007,  pp.  1678, 1662. 
1880;  Board  of  Trade  Journal,  July  18.  1007;  British  Consular  Reports  for  Germany, 
no.  4084,  pp.  88,  01. 

*  EarteU  Rundschau,  1007,  pp.  207  et  seq. 

*  Excerpts  from  the  oontiact  which  had  not  been  published  are  reprinted  Psasow* 
Hateriaiien  des  wirtsehaftliohen  Studiums,  vol.  i.;  ef.  sIm  Kartell  Rundschau,  1007t 
p.  882. 
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amended  provision  being  clearly  to  limit  the  power  of 
B-producers  in  fixing  the  prices  for  half-products,  their 
chief  raw  material,  to  the  detriment  of  producers  of 
A-products. 

It  was  f  oimd  impossible  to  solve  the  problem  of  works- 
dealers  without  making  sweeping  concessions.^  Each 
member  of  the  steel  syndicate  was  permitted  to  name 
a  certain  dealer  or  set  of  dealers,  who  were  to  be  entitled 
to  claim  from  the  syndicate  a  portion  of  the  participa- 
tion of  the  particular  steel  concern,  not  exceeding  25  per 
cent  of  the  total  quota  of  structural  steel.  In  order  to 
do  this  the  quantities  allotted  to  the  various  associations 
of  beam  dealers  had  to  be  cut  down  to  60  per  cent  of 
their  former  figure. 

The  controversy  over  freight  bases  was  adjusted  by 
agreement  that  accountants'  prices  were  henceforth  to 
apply  to  freight  on  board  the  nearest  station.  The 
fifpecial  treatment  of  di£ferent  groups  of  A-products  was 
abolished.  In  order  to  allow  for  advantages  or  dis- 
advantages of  location,  a  schedule  of  charges  to  be 
added  or  deducted  from  the  accountants'  prices  was 
computed  for  each  member.* 

The  gradually  changing  emphasis  of  production  from 
A-products  to  B-products  was  reflected  very  clearly  in 
the  allotment  tables  issued  after  the  extension  of  the 
syndicate.  A  number  of  members  had  begun  to  stress 
the  production  of  B-products  to  such  an  extent  that 
their  allotment  of  half-products  was  considerably 
decreased ;  they  were  using  their  output  of  half-products 
more  largely  in  further  manufacture.*  The  decrease  in 
the  allotment  of  half-products  was  therefore  not  due  to 
any  decrease  in  production  on  their  part  but  to  the 

1  Berliner  Jehrblloher,  1007.  p.  115;  of.  infra,  p.  301. 

a  Kwten  Ruttdaehau.  1007.  p.  208. 

•  Ibid..  1007.  p.  470;  eUotment  tebke.  pp.  472.  473. 
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growth  of  integration  within  the  syndicate.  The  extent 
to  which  this  development  had  progressed  was  well 
illustrated  by  the  difSiculty  experienced  by  the  independ- 
ent rolling  mills  in  securing  sufBcient  half-products  as 
raw  material  to  keep  their  plants  running  in  1906  and 
1907. 

Study  of  the  total  allotments  by  districts  also  brings 
to  light  some  interesting  changes.  The  Rhenish- 
Westphalian  iron  district  retained  the  first  place  in 
the  syndicate,  but  the  difference  between  it  and  the 
Lorraine-Luxemburg  district  diminished.  The  increase 
in  B-quotas  for  the  latter  region,  double  that  of  the 
former,  was  significant  of  the  growing  integration  in  the 
southwestern  district.^ 

During  the  second  period  of  its  existence,  the  steel 
syndicate  was  a  little  moro  successful  in  increasing  its 
control  than  during  the  first.  In  A-products  the  com- 
petition of  outside  (open  hearth)  works  became  espe- 
cially annoying  when,  as  a  consequence  of  the  low  prices 
prevailing  for  B-products  in  the  depression  following 
1907,  they  proce^ed  to  market  their  steel  production 
in  the  shape  of  half-products,  the  price  of  which  was 
being  maintained  by  the  steel  syndicate  at  a  profitable 
level.*  In  some  cases  competition  became  so  serious 
that  the  syndicate  silenced  it  by  taking  over  the  pro- 
duction of  the  competing  concerns  into  its  own  accoimt. 
The  dissolution  of  the  pig  iron  syndicates  also  gave  the 
non-integrated  producers,  especially  the  open  hearth 
concerns,  a  supply  of  raw  material  at  low  prices.  The 
situation  at  one  time  in  1909  became  so  critical  that 
thero  was  serious  discussion  of  dissolving  the  steel  syn- 
dicate.* With  the  slight  improvement  in  general  con- 
ditions which  set  in,  the  crisis  was  averted,  and  the 

>  Kwtdl  Rundschau,  pp.  487  et  mq.  *  Ibid.,  1909,  p.  496. 

*  Ibid.,  1909.  p.  549;  Britiah  Consular  Reports  for  Gsrmany,  1909,  no.  4326.  p.  110. 
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questions  involved  soon  became  merged  in  the  series 
of  problems  to  be  settled  prior  to  extension  in  1912. 

Efforts  to  syndicate  B-products  were  resumed  after 
the  extension  of  the  steel  syndicate  in  1907  and  con- 
tinued intermittently  throughout  the  five  year  period 
of  the  second  syndicate,  but  were  likewise  unsuccessful. 
The  great  increases  in  the  allotments  of  B-products 
conceded  to  a  number  of  the  large  integrated  firms 
rendered  the  position  of  the  independent  rolling  mills 
more  insecure  than  ever;  therefore,  as  was  asserted, 
more  inclined  to  listen  to  proposals  for  combination.^ 
The  need  of  organization  seemed  to  be  emphasized  by 
the  drop  in  B-product  prices  after  1907.  Bar  producers 
finally  agreed  to  a  loose  price  convention  lasting  from 
September,  1909,  to  March,  1911,  when  secret  price 
cutting  led  to  its  discontinuance.  Plans  for  a  general 
sheet  cartell  were  abandoned  because  of  the  opposition 
of  certain  large  concerns  while  efforts  to  combine  light 
sheet  producers  separately  had  no  result.  Aided  by  a 
heavy  demand  which  favored  increased  prices,  heavy 
sheet  producers  secured  a  price  agreement  in  the  fall  of 
1909  which  was  extended  from  time  to  time.  The 
cartell  for  shipbuilding  steel  led  a  precarious  existence 
but  continued  to  function  during  the  five-year  period. 
The  wire  rod  syndicate,  reorganized  as  the  Wire  Rolling 
Mills,  A.G.,  was  extended  for  five  years.  Banking 
influence  was  alleged  to  be  responsible  for  the  renewal 
for  three  years  of  the  gas  pipe  and  boiler  tube  combina- 
tions. Nevertheless  at  their  expiration  in  1910,  the 
opposition  of  several  important  producers,  engaged  in 
schemes  of  expansion,  was  responsible  for  failure  to 
extend  them  again. 

International  agreements  were  continued  during  the 
second  syndicate.    The  international  rail  cartell  was 

>  KArtflU  RttiMkohwi,  1907,  p.  S65;  Berliner  JahrbAofaer,  1907,  p.  116. 
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successful  in  securing  the  agreement  of  Austrian, 
Hungarian,  Russian,  and  Spanish  works,  whose  com- 
petition had  become  troublesome.^  Members  of  the 
steel  syndicate  also  participated  in  the  international 
tube  cartell  dating  in  definite  form  from  1908;  but  the 
collapse  of  the  German  tube  and  pipe  syndicates  led  to 
its  dissolution  in  1910.' 

Meanwhile  the  general  movement  toward  increase  in 
the  size  of  the  individual  concern  and  toward  integra- 
tion had  been  gaining  momentum.  The  fever  of  expan- 
sion and  concentration  within  the  syndicate  was  not 
long  checked  by  the  reverse  in  1907;  in  fact,  the  belief 
that  only  a  completely  integrated  concern  could  weather 
depression  furthered  the  movement.  Among  others, 
the  Thyssen  and  Gelsenkirchen  firms  announced  great 
plans  for  expansion.  The  changes  in  productive  capac- 
ity which  were  bound  to  follow  were  accompanied  by 
definite  plans  to  secure  largely  increased  allotments  if 
the  steel  syndicate  should  be  renewed  upon  expiration  of 
the  existing  contracts. 

III.  ToiRD  Period.  Extension  op  the 
Syndicate,  1912-17 

The  fundamental  objection  of  the  integrated  estab- 
lishments to  any  combination  which  would  tend  to  limit 
their  freedom,  not  allowing  them  to  shift  production 
from  one  group  of  products  to  another,  according  to 
market  conditions,  was  much  more  apparent  in  1911  and 
1912  than  five  years  earlier.    The  steel  works  owners 

>  British  CoosuUr  Reports  for  Germsny,  no.  4084.  p.  168;  Kartell  Rundsohsu,  1907, 
pp.  512.  747,  821;  1000.  p.  371;  1910.  p.  168;  1911.  pp.  163.  541,  919;  1912,  p.  60S: 
Iron  A«e.  1907,  pp.  156,  1477;  Stohl  und  Eisen.  1913.  p.  382. 

■  KsrteU  Rundsohsu.  1908.  pp.  573.  680;  1910.  p.  598;  1912.  p.  695.  On  the 
interastionsl  beam  oartell,  of.  ibid.,  1913,  pp.  711,  867.  Some  information  upon  the 
half-produots  screement  between  German,  Frenoh,  and  Belgian  prodoeeis  is  giTeA  in 
Kartell  Rundschau,  1908,  p.  1078. 
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were  now  divided  upon  the  desirability  of  syndicating 
both  A  and  B-productS;  some  holding  that  both  should 
be  fully  controlled,  others  insisting  upon  retention  of 
the  status  quo.  But  by  far  the  larger  group  advocated 
the  entire  removal  of  all  restrictions  upon  B-products.^ 
Individual  works  had  become  so  powerful  and  were  so 
rapidly  increasing  their  productive  capacity  that  they 
had  little  interest  in  the  extension  of  the  steel  syndicate 
unless  the  figures  of  participation  conceded  to  them 
were  extremely  liberal.  W^th  the  constant  decline  in 
the  relative  importance  of  A-products  marketed,  the 
syndicate  had  lost  a  great  deal  of  its  former  significance 
for  its  members.*  The  absolute  amount  of  half -products 
handled  by  the  syndicate  had  decreased  in  part  as  a 
consequence  of  the  amalgamation  of  independent  rolling 
mills  —  the  most  extensive  buyers  —  with  producers; 
in  part  as  an  accompaniment  of  the  general  increase  of 
integration.* 

Another  obstacle  to  extension  was  the  demand  of  a 
large  southwestern  firm  that  it  be  allowed  to  retain  its 
monopoly  of  the  manufacture  of  a  certain  type  of  broad- 
flanged  beams  manufactured  by  a  q)ecial  process 
covered  by  the  so-called  Grey  patents.  Certain  other 
concerns  obstinately  opposed  its  continuance.^ 

A  third  difficulty  arose  out  of  the  unwillingness  of  the 
East  and  South  German  works,  which  produced  few 
half-products  or  none,  to  participate  in  the  losses  due 
to  a  declining  market  or  to  forced  export.*  The  other 
classes  of  A-products  were  the  more  profitable,  as 

>  Berliner  JahrbQcher.  1912,  p.  123. 

t  A  oompete&t  estimete  placed  the  amount  of  one  group  of  B-produots,  steel  ban, 
■eld  in  1011  at  3.6  million  tons  as  compared  to  the  syndicate  total  allotment  of  3.4 
niDion  tons  for  rails  and  structural  steel. 

•  KarteU  Rundschau.  1912,  pp.  166,  203. 

«  n»d.,  1012,  pp.  37,  164,  203;    Iron  and  Coal  Trades  Review  (London),  vol. 
.p.  28. 

•  KarteU  RundMbau.  1012,  p.  203;  Berliner  JahrbQcher.  1012,  p.  141. 
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accountants'  prices  were  adjusted;  but  the  profits  were 
distributed  equally  over  the  whole  A-tonnage.  These 
works  therefore  advocated  the  formation  of  a  separate 
cartell  for  each  class  of  A-products,  or  at  least  some 
arrangement  whereby  they  assumed  no  responsibility 
for  half-products.  The  result  would  have  been  to 
cause  the  works  to  demand  increased  participation 
in  railroad  material  and  structural  steel  and  to  restrict 
the  production  of  half-products  for  market  more  than 
ever. 

As  upon  previous  occasions,  the  question  of  the  size 
of  allotments  to  be  assigned  to  the  individual  works  was 
the  most  difficult  of  all  problems  connected  with  exten- 
sion.^ The  general  tendency  during  the  negotiations 
seems  to  have  been  to  shift  all  claims  for  increased 
quotas  to  the  B-group,  the  purpose  being  to  keep  the 
allotment  and  the  output  of  A-products  within  such 
limits  that  the  price  maintenance  hitherto  accomplished 
by  the  steel  syndicate  could  be  continued;  so  that  in 
spite  of  the  overproduction  of  manuf actming  equipment 
during  the  past  few  years,  profit  would  be  derived  from 
at  least  a  few  steel  products.  Since  the  actual  sales  of 
railroad  material  and  structural  steel  had  never  reached 
the  full  allotments,  increases  in  allotments  conceded  to 
some  firms  must  necessarily  be  accompanied  by  de- 
creases in  the  allotments  of  others.  The  older  concerns, 
having  for  the  most  part  undertaken  extensions  of 
plant,  could  not  be  expected  to  surrender  any  portion  of 
their  allotments  without  a  struggle.  The  race  after 
allotments  in  B-products  promised  to  endanger  the 
prospects  of  renewal  still  more.  The  enormous  increase 
of  capacity  can  be  judged  from  the  fact  that  the  allot- 
ment increases  asked  for  amounted  to  six  million  tons, 
or  50  per  cent  of  the  total  participation  of  A  and  B-prod- 

>  Berliner  Jahrbaeher.  1912.  pp.  122  etaeq.;  EarteU  RundMhau,  1012,  p.  298. 
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ucts  at  that  time.^  The  bulk  of  this  proceeded  from  a 
few  large  concerns.  The  underlying  struggle  for 
supremacy  among  the  various  iron  districts,  between 
the  Rhenish-Westphalian  and  the  Lorraine-Luxembiurg, 
was  evident  throughout  the  proceedings,  but  there  was 
no  clearcut  division  because  of  the  interlocking  of 
interests  which  had  taken  place.' 

Aside  from  agreement  on  certain  minor  questions, 
little  had  been  accomplished  before  the  last  few  days 
proceeding  the  date  when  the  obligation  of  the  members 
to  sell  A-products  exclusively  through  the  syndicate 
expired.  Opposmg  demands  had  seemed  irreconcilable. 
But  in  the  last  session,  the  majority  of  works  adopted 
an  exceedingly  compromising  tone,  apparently  from  a 
fflncere  desire  not  to  be  responsible  for  the  dissolution 
of  the  combination.  One  difficulty  after  another  was 
disposed  of;  the  Thyssen  and  other  firms  agreed  upon 
the  wide-flanged  beam  proposition,  and  differences  with 
the  Upper  Silesian  works  were  settled.  At  the  last 
moment  the  syndicate  was  extended  for  another  five- 
year  period.*  But  it  had  not  run  the  gauntlet  of  oppos- 
ing desires  and  interests  unscathed.  The  limitation 
upon  the  production  of  B-products  had  been  abolished. 
The  organization  of  the  cartell  remained  the  same  for 
A-products,  but  all  provisions  relating  to  the  other  class 
were  henceforth  inoperative.  After  an  existence  of 
eight  years  even  the  small  beginning  which  had  been 
made  in  1904  toward  the  syndication  of  B-products 
was  lost. 

Why  ?  Simply  because  within  the  cartell  another 
movement  toward  concentration  and  combination  was 

>  Saeh  M  Qetoenkiidien,  Thsfssen,  mod  Burbaoh  ooiftoems. 

■  Kwtdl  Jahrbuch,  1911,  p.  26;  Kartdl  RundBohau,  1011,  p.  882. 

•  Ibid.,  1012,  pp.  645  et  mq.;  St*hl  und  Eisen,  1012,  p.  7Q0;  BerfiiMr  Jahibaoher. 
1013,  p.  122;  Der deutsehe  Oekonomist,  1012, p.  337;  Das Handetomuseum,  1012,  p.  277; 
Inn  Agt,  1012,  pp.  1168, 1287;  Iron  and  Coal  Trades  Review  (London),  voL  Insiy,  pp. 
<68, 688.  814;  Biitish  Consular  Reports  for  Germany,  no.  4030.  101»-13,  p.  47. 
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taking  place,  a  development  having  a  sounder  economic 
basis  than  any  mere  agreement  or  contract  between 
independent  steel  producers.  And  it  had  been  learned 
that  the  cartell  was  in  one  way  restrictive  of  the  full 
development  of  integration,  altho  furthering  it  by  way 
of  reaction.  If  the  steel  syndicate  was  a  torso  ^  as  it 
formerly  existed,  it  was  in  the  future  to  be  even  less 
than  that.* 

In  its  emasculated  form  the  syndicate  has  continued 
to  function  since  its  extension  in  1912.  The  war  has 
aggravated  some  of  the  difficulties  with  which  it  has  to 
contend,  and  has  given  an  excuse  for  postponing  action 
on  others.  Soon  after  the  outbreak  of  the  war,  repre- 
sentatives of  the  coal,  pig  iron,  and  steel  syndicates  held 
a  joint  session  with  representatives  of  several  organiza- 
tions of  buyers,  and  satisfactory  adjustment  of  terms  of 
delivery  and  payment  under  the  altered  conditions  was 
brought  about.'  The  settlement  of  the  wide-flanged 
beam  controversy,  giving  the  one  firm  especially  fitted 
for  their  manufacture  a  practical  monopoly  of  manu- 
facture, has  proved  to  be  but  temporary.  The  patents 
owned  by  this  firm  having  expired,  other  fiirms  have 
installed  machinery  for  their  manufacture  and  demand 
allotments.  The  increased  use  of  concrete  for  con- 
struction has  resulted  in  decreased  utilization  of  steel 
for  structural  purposes.  The  propaganda  of  the  syndi- 
cate has  not  been  successful  enough  to  avert  the  loss  of 
business.  Consequently  demand  for  increased  allot- 
ments presents  difficulties.  One  firm  proceeded  to 
manufacture  wide-flanged  beams  and  sell  them  outside, 
a  policy  which  was  upheld  by  the  arbitration  court 
assigned  to  investigate  the  legality  of  the  action.    As  a 

>  Walker,  in  Quarterly  Journal  of  EoonomioB.  vol.  zz»  p.  398. 

*  The  situation  in  Upper  Silesia  was  hardly  chanced  by  the  extension  of  the  DOssel- 
dorf  oombination.  In  October,  1912,  the  Upper  Bilesian  Steel  Works  Company  was 
extended  for  five  years  with  the  same  membenhip.    KarteU  Rundschau.  1912,  p.  1(MI8. 

>  Ibid.,  1914.  p.  726. 
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result  of  this  situation  and  the  general  unsettlement  of 
conditions,  caused  in  part  by  the  difSiculties  experienced 
in  the  renewal  of  the  coal  syndicate,  one  of  the  largest 
concerns  in  the  steel  syndicate,  the  Deutsch-Luxem- 
bui^  concern,  gave  notice  in  October,  1915,  of  its  inten- 
tion to  withdraw  from  the  combination  upon  the  first 
of  March  in  the  following  year,  or  two  months  after  the 
war  if  not  ended  by  that  time-* 

The  removal  of  aJl  restrictions  upon  the  production  of 
B-products  by  members  of  the  steel  syndicate  was  de- 
cided discouragement  to  those  who  still  wished  to  bring 
them  under  cartell  control,  and  was  not  lessened  by  the 
subsequent  completion  of  several  immense  new  plants 
in  the  Lorraine-Luxemburg  region,  built  chiefly  by 
Rhenish-Westphalian  interests.  The  situation  induced 
alliance  of  the  smaller  establishments  with  the  larger 
integrated  concerns,  but  these  arrangements  were  not 
considered  sufficient.  Consolidation  and  the  formation 
of  communities  of  interest  for  long  terms  of  years  under 
strict  contracts  were  chosen  by  many  works  in  pref- 
erence. The  tube  business,  after  the  failure  of  price 
agreements,  became  concentrated  in  the  hands  of  two 
groups.  One  was  led  by  the  Mannesmann  concern, 
which  had  become  the  most  important  factor  in  the  tube 
business  because  of  its  largely  increased  capacity  and 
a  series  of  definite  contracts  with  smaller  firms  to  take 
chargeof  the  marketing  of  their  production.*  The  other 
comprised  the  tube  manufacturing  members  of  the  steel 
syndicate,  which  had  organized  a  temporary  joint  sales 
agency.  Combination  of  the  two  groups  was  actively 
ui^ed  in  1913  and  1914,  but  with  as  little  success  as  the 
attempts  to  syndicate  bars.*    The  syndicate  of  wire  rod 

1  EarteD  Rundschau,  1015,  pp.  503  et  aeq. 
•  Ibid.,  1018,  pp.  81,  288,  470,  550;  lOU,  pp.  02,  666. 

a  Berliner  Jahrbaoher.  1013,  p.  153;  Kartdl  Jahrbuch,  1011,  p.  241;  KartflU  Rnnd- 
1013,  pp.  568  et  aeq. 
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producers  —  the  only  B-product  cartell  remaimng  after 
the  extenrion  in  1912  —  after  being  twice  provisionally 
renewed;  was  finally  allowed  to  expire  by  limitation  at 
the  end  of  1914.^  The  large  burdens  assumed  to  keep 
mills  closed  down  and  the  inability  of  the  cartell  to 
secure  sufficient  business  at  profitable  prices  were  the 
immediate  causes. 

Recently  the  proposals  made  to  bring  about  the  uni- 
form syndication  of  all  B-products  have  been  accorded 
more  attention  than  those  having  to  do  only  with  a 
single  branch.*  Long  term  contracts  and  protective 
agreements  with  the  steel  syndicate  seem  to  be  essential 
features  of  the  recent  schemes.  Altho  active  efforts  in 
this  direction  were  dropped  at  the  opening  of  the  war, 
the  rapidly  decreasing  margin  between  the  prices  of 
B-products  and  raw  materials  caused  a  revival  of  agita- 
tion, and  pending  its  outcome,  led  to  the  formation  of 
several  loose  price  agreements  for  steel  bars,  tubes,  wire 
rods  and  sheets.  Early  in  1915  discussion  turned  to  the 
organization  of  a  general  association  of  crude  steel 
manufacturers  as  a  basis  for  the  combination  of  B-pro- 
ducers.'  A  proposition  was  finally  developed  to  the 
effect  that  a ''  Deutsche  Stahlbimd ''  should  be  formed, 
chiefly  for  the  purpose  of  bringing  about  the  organizar 
tion  of  cartells  for  other  products.  Steel  products  were 
to  be  classified  much  as  before,  each  class  to  be  subjected 
to  fixation  of  price  and  limitation  of  output  —  the 
whole  to  form  a  uniform  comprehensive  scheme  of 
syndicating  the  iron  industry.  About  twenty  important 
firms  were  actively  supporting  the  plan,  but  a  much 
larger  number  have  exhibited  Uttle  enthusiasm  for  it. 

1  SUhl  und  EiMn,  1912.  pp.  2018,  2104;  ibid.,  1914,  p.  1643;  KwtoU 
1912,  pp.  919,  1038;  1918,  pp.  80,  584;  1014,  pp.  291,  878,  668.  727. 

•  lUd..  1914,  pp.  600  et  MQ. 

•  Ibid.,  1916,  pp.  114  et  mq.,  276  et  mq. 
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Reviewing  now  the  first  decade  of  the  operation  of  the 
steel  syndicate,  it  becomes  evident  that  its  significance 
for  the  German  iron  industry  had,  contrary  to  the 

German  Iron  akd  Stbkl  Prices,  Quarterly,  1904-15. 
(In  marks  per  ton) 
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3.00 

85.00 

110.00 

125.00 

130.00 

1908 

I 

17.50 

8.00 

81.00 

100.00 

116.00 

112.60 

n 

17.50 

8.15 

76.00 

100.00 

116.00 

107.60 

m 

17.50 

8.15 

72.00 

96.00 

115.00 

101.25 

IV 

17.50 

8.40 

72.00 

95.00 

116.00 

103.75 

1900 

I 

15.50 

8.40 

61.60 

96.00 

110.00 

102.50 

n 

15.50 

8.65 

60.00 

96.00 

110.00 

100.60 

in 

15.50 

8.65 

67.00 

96.00 

110.00 

99.00 

IV 

14.00 

8.90 

60.50 

96.00 

110.00 

106.00 

1910 

I 

14.00 

3.90 

62.00 

06.00 

110.00 

108.50 

n 

14.00 

3.90 

65.00 

100.00 

110.00 

110.00 

m 

14.00 

3.90 

66.00 

100.00 

110.00 

111.00 

IV 

15.60 

3.90 

66.00 

100.00 

110.00 

113.50 

1911 

I 

16.60 

8.00 

66.00 

100.00 

110.00 

113.50 

n 

16.60 

8.75 

66.00 

100.00 

110.00 

107.50 

m 

15.60 

3.80 

66.00 

100.00 

110.00 

100.50 

IV 

15.50 

3.90 

60.76 

100.00 

110.00 

102.60 

1912 

I 

15.50 

70.60 

100.00 

110.00 

109.00 

n 

16.60 

4!25 

73.66 

100.00 

110.00 

100.16 

ni 

16.50 

4.38 

73.60 

106.00 

112.60 

122.25 

IV 

16.50 

4.68 

77.33 

106.00 

115.00 

124.60 

1913 

I 

16.50 

4.87 

77.60 

106.00 

116.00 

123.66 

n 

17.60 

4.80 

77.60 

106.00 

115.00 

113.38 

m 

17.50 

4.40 

77.50 

100.00 

115.00 

99.83 

IV 

17.60 

4.75 

77.50 

96.00 

110.00 

97.33 

1914 

I 

75.60 

96.00 

90.00 

n 

74.60 

06.00 

90.00 

m 

79.50 

96.00 

90.00 

IV 

79.60 

102.60 

110.00 

1915 

I 

79.50 

102.60 

106-110 

n 

86.50 

110.00 

, , 

126.00 

ni 

04.00 

115.00 

140.00 

IV 

94.00 

115.00 

Statiatifli  of  eoal  and  iron  prices  for  1888-1018,  from  wbioh  the  above  are  taken*  may 
be  found  in  Stahl  und  Eisen.  1913,  p.  232;  1914,  p.  264.  Prioea  after  1918  are  from 
Kartell  RundMhsn,  1916.  p.  600. 

Billet  prices  are  taken  as  icpresentative  of  the  prices  of  half-produots.  The  ssmdi- 
cate  bss  maintained  a  constant  margin  between  the  yarious  shapes  and  qualities  of  half- 
ptoducts,  billets  being  ten  marks  higher  than  ingots,  five  marla  more  than  blooms  and 
two  ft»«^  one  half  lees  than  sheet  plates. 

Of  the  above  prices,  those  of  coke  have  been  controlled  during  the  period  by  the  eoal 
syndicate,  those  of  pig  iron  in  1904-08  and  since  1911  by  the  pig  iron  syndicates,  those 
of  steel  bbOets  and  beams  by  the  steel  syndicate. 
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expectations  of  its  organizers,  decreased.  The  A-prod- 
ucts  were  still  handled  by  the  syndicate,  but  relatively 
they  had  lost  in  importance  during  the  decade,  and  even 
absolutely  the  increase  was  small.  The  control  of  the 
syndicate  over  B-products  became  practically  nil;  not 
one  of  the  several  combinations  existing  in  1904  had 
survived  the  ten-year  period,  and  no  others  had  taken 
their  places.  Only  the  extraordinary  conditions  of  war 
made  possible  the  loose  price  agreements  of  1914.  And 
to  add  the  final  page  to  the  record  of  failure,  the  syndi- 
cate, weakened  as  it  was  by  1915,  faced  the  possibility 
of  dissolution  at  the  end  of  the  war. 

IV.  The  PmcaES  Policy  of  the  Steel 
Syndicate 

The  center  of  interest  in  the  study  of  any  combination 
is  its  influence  upon  the  public  and  upon  consumers, 
exerted  ordinarily,  when  standardized  products  are 
dealt  with,  in  the  fixation  of  market  prices.  The  power 
of  the  steel  S3mdicate  was  limited  to  class  A  (heavy  steel) 
manufactures;  but  controlling  about  90  per  cent  of 
these,  it  could  fix  selling  prices,  with  the  assistance  of 
the  tariff,  within  fairly  narrow  limits. 

Comparison  of  the  prices  of  structural  steel  and  of 
half-products  as  quoted  by  the  steel  S3mdicate,  may  be 
made  first,  with  previous  German  prices  from  1888  to 
1904;  secondly,  with  the  course  of  prices  of  steel  prod- 
ucts, e.  g.,  steel  bars,  not  controlled  by  any  syndicate; 
and  lastly,  with  American  and  English  prices  after  1904. 
Such  comparisons  give  ample  evidence  of  the  stability 
of  domestic  prices  under  syndicate  control.  With  regard 
to  the  level  of  prices  —  whether  high  or  low  —  con- 
clusion is  more  difficult.  There  was  a  widespread 
impression  that  syndicate  prices  were  unreasonably 
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high  —  higher  than  they  would  have  been  under  com- 
petitive Conditions;  a  view  which  was  fostered  by  the 
broad  publicity  given  to  the  complaints  of  half-products 
users  concerning  prices  of  half-products  and  dumping  in 
foreign  countries.  It  is  true  that  the  smaller  margin 
remaining  to  the  independent  rolling  mills  after  the  steel 
[syndicate  had  assumed  control  of  raw  material  prices 
and  low  export  prices  gave  some  basis  for  complaint. 
On  the  other  hand;  that  syndicate  prices  were  not  so 
high  as  to  be  excessively  profitable  seems  to  be  indicated 
by  the  fact  that  the  participation  in  A-products  has 
increased  but  slightly  during  the  existence  of  the  syndi- 
cate; and  the  amount  of  half-products,  concerning  which 
most  complaint  was  heard,  has  decreased.  It  has  been 
argued  that  the  works  found  it  more  profitable  to  produce 
non-syndicated  products,  the  prices  of  which  were  sub- 
ject to  the  full  force  of  market  fluctuations.  Compari- 
sons with  international  prices,  to  all  intents  and  purposes 
the  English  prices,  are  inconclusive.  In  the  absence  of 
exact  data  which  take  into  accoimt  the  tonnage  sold 
at  each  price,  one  hestitates  to  make  the  statement  that 
the  steel  syndicate  has  secured  more  per  ton  than  was 
obtained  by  the  older  combinations  or  by  the  works 
when  not  in  combination.  Because  of  their  stability, 
German  prices  have  at  times  been  higher  than  prices  in 
other  countries;  at  other  times  they  have  been  lower. 
It  is  certain  that  the  steel  S3mdicate  has  not  abused  its 
power  by  imposing  an  extortionate  price  policy  upon  the 
consuming  public.  It  seems  to  haveconsistently  adhered 
to  its  announced  policy  of  pursuing  a  middle  course  in 
price  fixation,  of  not  attempting  to  advance  prices  in 
periods  of  heavy  demand  except  slowly,  and  of  lowering 
them  in  periods  of  depression  in  the  same  manner.^ 

1  See  table  of  prioes  appended.    The  EncUsh  prioee  used  for  comparison  were  taken 
from  the  London  Iron  and  Coal  Trades  Review,  price  8upplement»  January  30, 1014 ; 
I  prices  from  Iron  A<e,  January,  1914,  and  the  Statistical  Abstract. 
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Turning  to  prices  secured  in  the  export  trade,  which 
constituted  from  a  quarter  to  a  half  of  its  sales,  one  is 
confronted  by  the  difficulty  of  obtaining  accurate  data.^ 
Maximiun  prices  must  have  been  at  least  as  low  as 
English  prices.  There  is  much  evidence  that  the  export 
prices  of  the  syndicate  were  usually  lower  than  domestic 
prices  and  at  times  were  lower  than  the  world  prices 
with  which  they  were  competing.*  The  complaints  as 
to  the  price  pohcy  of  the  syndicate  have  involved  in 
almost  every  case  bitter  protests  against  the  low  prices 
to  foreigners. 

Rather  than  quote  export  prices  upon  the  home  mar- 
ket, the  steel  syndicate  continued  the  plan  of  its  pre- 
decessors of  granting  bounties  to  buyers  of  half-products 
upon  quantities  of  articles  actually  manufactured  there- 
from and  exported.  The  syndicate  replaced  the  Half- 
Products  Union  in  the  Clearing  House  for  Export  which, 
in  1902,  had  been  organized  by  the  coal,  pig  iron,  and 
half-products  cartells  in  order  to  faciUtate  the  payment 
of  bounties.'  The  general  prosperity  beginning  in  1905 
with  the  accompanying  increase  of  international  iron 
prices  made  it  possible  for  the  syndicate  first  to  reduce 
gradually  and  finally  to  discontinue  export  boimties  in 
the  third  quarter  of  1907.  The  market  reverse  and 
vehement  protests  of  buyers  caused  their  resumption 
in  1908,  and  their  continuance  at  varying  levels  (in 
total,  including  coal  and  pig  iron  bounties,  from  5  to  20 
marks  per  ton)  until  the  opening  of  the  war.* 

1  The  Iron  and  Coal  Trades  Review,  vol.  Ixzzvii,  1913,  p.  645,  prints  aome  priee 
statistics  which  purport  to  be  export  prices  for  German  half-products.  They  are  in  eveiy 
case  ten  to  twenty  marks  lower  than  the  domestic  prices  quoted  by  the  steel  syndicate. 

*  Kontradiktorische  Verhandlungen,  vol.  iv,  pp.  358,  360,  410;  Morgenroth,  W.. 
Ezportpolitik  der  Kartelle,  p.  23.  On  the  export  policy  of  the  steel  syndicate,  cf .  also 
Report  of  the  Federal  Trade  Ck>mmis8ion,  Codperation  in  the  Export  Trade,  Pt.  I, 
pp.  214  et  seq.;  Pt.  II,  pp.  14  et  seq. 

*  Diepenhorat,  F.,  Ausfuhnmterstutsungen  und  Ausfuhrpraenuen,  p.  33;  Kartell 
Rundschau.  1004,  p.  373. 

*  Ibid.,  1015.  p.  118;  1014.  p.  663;  1007.  p.  775.  Bounties  were  discontinued  at 
the  opening  of  the  war  but  the  protest  of  buyers  caused  their  resumption  at  a  level  of 
ten  marks  from  October,  1014  to  March,  1015. 
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The  volume  and  vehemence  of  the  complaints  of 
buyers  as  to  the  price  policy  of  the  steel  syndicate  seem 
to  have  varied  inversely  as  the  magnitude  of  the  margin 
between  half-finished  products  and  the  more  highly 
finished,  not  controlled  by  the  syndicate.  Since  the 
steel  syndicate,  in  accordance  with  its  avowed  policy, 
has  consistently  avoided  following  the  fluctuations  of 
the  market,  the  margin  has  increased  or  diminished 
with  the  prices  of  B-products.^  In  times  of  depression 
the  margin  remaining  to  the  independent  rolling  mills 
buying  raw  material  at  syndicate  prices  has  become 
very  small  or  vanished  altogether,  while  in  years  of 
prosperity  they  have  been  able  to  make  large  profits. 
The  main  complaints  of  half-products  users,  in  reality  an 
expression  of  the  conflict  of  interests  between  integrated 
and  non-integrated  establishments,  were  three  in 
number.  First,  prices  of  half-products  were  too  high  as 
compared  to  the  very  low  prices  of  products  rolled 
therefrom;  second,  half-products  were  sold  to  foreign 
producers  at  extremely  low  prices  compared  to  domes- 
tic prices;  third,  export  bounties  were  insufficient  to 
offset  these  disadvantages  and  were  granted  under 
oppressive  conditions  (only  to  those  organized  in  car- 
tells)  and  were  not  paid  to  indirect  users  of  half-prod- 
ucts.^ Taking  the  evidence  as  a  whole,  it  seems  that 
dumping  was  a  fairly  common  practice  of  the  steel 
syndicate,  altho  leaders  declared  that  it  occurred  only 

>  Complaints  oonoemiiig  the  prices  of  the  other  groups  of  A-products  have  reoeiyed 
little  publicity.  Due  to  the  restriction  of  dealers'  profits  and  the  veto  of  hich  resale 
prioes,  it  is  probable  that  ultimate  oonsumeis  were  but  little  affected  and  were  perhaps 
benefited  by  the  oeesation  of  speculation  by  dealers.  Railroad  material  was  sold 
efaiefly  to  the  state  railways  in  large  quantities  under  long  time  contracts.  The  syndicate 
was  critieiaed  in  1907  and  1906  when  it  dosed  a  three-year  contract  with  the  Prussian 
state  railways  for  requirements  at  prioes  in  line  with  the  high  iron  and  steel  inices  pi«- 
Tailing  in  1906-07  but  out  of  accord  with  the  reverse  which  had  set  in  before  the  transac- 
tion was  oompleted. 

s  DenkMhrift  sur  Lage  der  Reinen  Waliwerke,  Anlage  3,  Kontradiktorisohe  Ver- 
,  vol.  iv,  p.  479,  gives  a  typical  Ust  of  complaints. 
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in  isolated  instances.^  Protests  subsided  during  the 
prosperity  of  1905-^7,  but  the  collapse  in  the  latter 
year  and  the  ensuing  low  prices  for  B-products  with 
steady  prices  for  heavy  steel  caused  genuine  distress 
among  the  indei)endent  rolling  mills.  The  slowness  of 
the  steel  syndicate  in  lowering  prices  led  to  a  search  for 
other  remedial  measures.  Agitation  was  carried  on  in 
the  Reichstag,  enforced  by  a  petition  of  the  Association 
of  Half-Products  Users,  to  abolish  the  protective  tariflf 
upon  pig  iron,  scrap  iron,  and  half-products.  Draw- 
backs were  also  recommended.  The  syndicate  in  its 
statement  to  the  Reichstag  protested  against  the  aboli- 
tion of  the  tariff  and  declared  that  the  combination  was 
not  raising  but  merely  stabilizing  prices.  The  contro- 
versy was  taken  up  by  the  press  and  continued  during 
1908  with  much  vigor  on  both  sides,  but  without  any 
effect  upon  the  tariff  situation  and  with  but  little  con- 
cession in  prices  by  the  syndicate.*  Since  1909  there 
has  been  a  decrease  in  the  volume  of  complaint,  due  in 
part  to  its  apparent  futility  and  in  part  to  the  adop- 
tion of  other  remedies,  in  particular  resort  to  amalga^ 
mations  and  communities  of  interest  with  raw  material 
producers. 

The  general  charge  against  the  steel  syndicate,  run- 
ning throughout  the  history  of  its  relations  with  buyers, 
is  that  half-products  prices  have  not  been  such  as  to 
allow  finished  products  manufacturers  a  reasonably 
constant  return.     The  costs  of  conversion  into  bars 

1  like  its  predeoesBor,  the  steel  syndicate  participated  in  a  series  of  hearinfls  (1905) 
in  which  representatives  of  independent  rollinc  mills  dealets  and  oartells  aired  their 
opinions.  Proceedings  are  printed  in  Kontradiktorische  Verhandlungen  Ober  die 
Stahlwerksverbande  am  20.  und  21.  Juni,  1906,  im  Reiohstagsgebiude  lu  Berlin.  Stemn 
graphische  Bericht,  vol.  iv,  pp.  227  et  seq. 

*  For  particulars  of  the  agitation  in  1908,  see  Berliner  Jahrbttoher,  1908,  pp.  132  et 
seq.,  103  et  seq.;  Summary  of  Eingabe  der  reinen  Werke  an  den  StaatsBokretir  des 
Innem  betr,  Auf hebung  des  Einfuhriolles  auf  Roheisen,  Schrott  und  Halbseug.  and  ci 
the  syndicate's  reply  in  Kartell  Rundschau,  1908,  pp.  619  et  seq.,  909;  British  Con- 
sular Reports  for  Germany,  no.  4325,  1909,  pp.  117  et  seq. 
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firom  blooms  have  been  variously  estimated,  a  con- 
servative figure  being  about  25  marks  per  ton.^  It  is 
evident  from  a  study  of  price  statistics  that  upon  vari- 
ous occasions,  and  of  late  almost  constantly,  bars  have 
been  sold  at  prices  which  did  not  cover  raw  material 
costs  plus  costs  of  conversion  to  the  non-integrated  mills 
—  those  which  were  compelled  to  buy  half-products  at 
syndicate  prices.  But  has  the  steel  syndicate  been  re- 
sponsible for  this?  The  influence  of  the  steel  syndicate 
in  causing  among  its  members  an  increased  production 
of  the  B-products  which  constituted  also  the  output  of 
the  complaining  buyers  was  indirectly  a  factor  which 
tended  to  bring  down  B-prices,  thus  decreasing  the 
margin.  The  other  means  by  which  the  syndicate  was 
usually  alleged  to  be  responsible  for  the  low  margin  was 
that  of  raising  the  prices  of  A-products.  But  a  study  of 
the  course  of  prices  seems  to  warrant  the  conclusion 
that  domestic  prices  as  maintained  by  the  combination 
were  not  unreasonably  high,  tho  as  a  result  of  the  very 
stability  aimed  at,  they  could  not  at  times  avoid  being 
out  of  line  with  world  prices.  The  causes  for  the  steadily 
recurring  and  deepening  periods  of  adversity  affecting 
liie  independent  rolling  mills  are  not  to  be  sought  in 
the  price  policy  of  a  cartell,  but  in  more  fundamental 
economic  and  technical  conditions. 

V.  Influence  of  the  Steel  Syndicate 
UPON  THE  Industry 

The  advantages  which  commercial  enterprises  expect 
to  derive  from  membership  in  a  cartell  in  return  for  their 
sacrifice  of  independent  action  are  in  the  last  analysis  a 
greater  stability  and  higher  level  of  earnings  and  profits. 
The  cartell  is  essentially  a  device  for  distributing  the 

Gf.  Kontndiktonaeli0  V«rliaadlaiiten.  t^A.  iv,  pp.  300,  880, 481. 
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output  of  its  members,  only  affecting  the  productive 
process  as  a  means  of  more  effectively  carrying  out  its 
policies  of  distribution.^  The  combination  can  increase 
earnings  of  its  constituent  only  by  accomplishing  this 
distribution  in  a  more  economical  and  efficient  manner 
than  could  be  done  by  the  firms  themselves.  In  order 
to  be  classed  as  successful,  the  combination  must  not 
have  brought  about  collateral  developments  which  tend 
or  will  eventually  tend  to  nullify  whatever  desirable 
results  it  may  accomplish. 

It  is  an  extremely  difficult  matter  to  prove  a  state- 
ment that  the  steel  syndicate  has  or  has  not  increased 
the  profitableness  of  its  members.  The  individual  con- 
cerns manufacture  a  variety  of  products  not  controlled 
by  the  syndicate,  the  price  movement  and  production  of 
which  may  neutralize  or  intensify  any  influence  the 
syndicate  may  exert.  The  dividends  paid  by  the  mem- 
bers of  the  steel  syndicate  as  a  rule  are  higher  than  those 
of  other  firms  in  the  iron  industry.*  But  is  that  due  to 
the  fact  that  they  are  members  of  the  steel  syndicate  or 
to  the  fact  that  they  are  all  integrated  concerns  enjoy- 
ing the  advantages  that  integration  offers  ?  It  seems 
more  reasonable  to  suppose  the  latter.  The  price  policy 
of  the  syndicate  appears  to  have  been  a  moderate  one; 
no  huge  profits  could  have  been  derived  from  it.  The 
volume  of  sales  has  not  been  greatly  increased  in  the 
classes  of  products  controlled  and  disposed  of  by  the 
combination.  Therefore  it  seems  that  the  large  divi- 
dends are  due  rather  to  the  economies  of  production  and 

1  The  syndicate  contract  contained  a  clause  to  the  effect  that  simi^cation  and 
speeiaUsation  of  production  should  be  striven  for.  As  a  means  of  bringing  this  about, 
quotas  might  be  exchanged  among  members.  Actually  little  was  done  along  this  line 
and  the  partial  utilisation  of  equipment  continued  as  before.  Cf .  Kartell  Rundschau* 
1910.  p.  638. 

*  For  details  and  statistics  of  earnings  see  Die  Schwereisenindustiie  im  deutschen 
2k>Ugebiet,  ihre  Entwioklung  und  ihre  Arbeiter.  Nach  vorgraommenen  Erhebungen  in 
1910,  bearbeitet  und  herauagegeben  vom  Voistand  des  deutschen  MetallarbeiterTer- 
bandes.    Stuttgart,  1912,  pp.  97-104,  also  pp.  132. 140-167;  Leiase,  p.  111. 
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the  efficient  management  of  the  integrated  works  than 
to  the  economies  of  distribution  secured  by  the  syndi- 
cate. The  formation  of  the  steel  syndicate  has  rendered 
the  employment  of  several  agents  for  the  classes  of 
products  controlled  by  the  sjmdicate  imnecessary  in  the 
same  locaUty.  The  cartell  has  consolidated  the  agencies 
in  some  cities,  established  new  ones  in  others,  carried  on 
a  certain  amount  of  propaganda  work  to  encourage  the 
use  of  steel  in  construction,  and  has  represented  the 
several  works  at  industrial  expositions.  But  the  fact 
that  the  syndicate  disposed  of  only  a  portion  of  the  pro- 
duction of  its  members,  leaving  the  so-called  B-products 
and  other  articles  to  the  individual  concerns,  seems  to 
have  rendered  at  least  a  part  of  the  saving  attributed  to 
the  syndicate  illusory.  Since  these  works  were  com- 
pelled to  maintain  a  selling  organization  of  their  own  or 
to  rely  upon  dealers  for  the  disposal  of  their  products, 
they  did  not  enjoy  the  economy  of  dispensing  entirely 
with  sales  activity  or  a  sales  organization. 

It  cannot  be  doubted  that  general  opinion  of  the 
public  and  of  iron  manufacturers  was  that  the  steel 
syndicate  had  increased  the ''  Rentabilitat "  of  its  mem- 
bers. The  press  generally  expresses  this  opinion.  Stock 
market  quotations  before,  during,  and  after  renewal 
negotiations,  rise  and  fall  with  the  favorableness  or 
unfavorableness  of  prospects  for  the  continuance  of  the 
syndicate.^  And  yet  —  even  if  the  general  impression 
was  in  accord  with  fact,  if  the  steel  syndicate  did 
increase  the  profitableness  of  its  members,  it  was  at 
the  same  time  fostering  a  development  which  tended 
eventually  to  counteract  whatever  slight  effect  it  may 
have  had  in  increased  earnings  —  an  artificial  stimula- 
tion given  to  the  expansion  of  the  iron  industry. 

The  actual  amoimt  of  sales  made  by  the  steel  syndi- 
cate in  A-products  shows  a  very  moderate  increase 

&  See  quoUtiona  in  BcrliiMr  Jahrbaeber;  atoo  Kartell  RundMlura,  1907,  p.  462. 
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during  the  first  decade  of  its  operation^  if  we  consider 
the  increase  in  total  steel  production  in  the  Empire 
from  8.9  in  1904  to  18.9  million  tons  m  1913.^  This 
increase  is  the  resultant  of  increases  in  the  sales  and 
aUotments  of  structural  steel  and  railroad  material  and 
a  considerable  decrease  in  half-products.'  The  division 
of  sales  between  domestic  and  export  gives  evidence  of 
the  success  of  the  syndicate  in  exploiting  the  export 
trade.' 

The  development  of  B-allotments  presents  a  striking 
contrast  to  that  of  A-products.*  The  allotment  of  1911, 
the  last  year  before  syndicate  restrictions  were  removed, 
was  double  that  of  the  first  year  of  the  syndicate's 
existence.  This  great  increase,  and  the  decrease  of  the 
allotments  of  half-products,  are  the  most  significant 

1  Stahl  imd  Eiaen,  1914,  p.  424;  KarteU  Rundaohau,  1913,  p.  653. 

Total  Aujovmmsm  jmd  total  balbi  or  nn  stbbl  btndicatb  (A-prodoots) 
(In  thouoanda  of  tons) 

Year  Total  allotment        Total  sales     Peroentsce  of  sales 


1904-06 

4.999 

4.996 

100.00 

1905-06 

5.014 

6.472 

109.13 

1906-07 

5.847 

6.757 

98.46 

1907-08 

6.096 

5.427 

88.97 

1908-09 

6.168 

4.802 

77.85 

1909-10 

6.188 

6.017 

81.11 

1910-11 

6.239 

6.338 

85.56 

1911-12 

6.270 

6.998 

95.66 

1912-18 

6,383 

6.395 

100.18 

*  Total  ALLoncnim  umdbb  ths  stul  stmimcatb 
(In  thousands  of  tons) 

Date  A-prodoots         Half-produots       B-produots 


Mareh  1.1904 

4384.2 

1440.5 

3088.4 

Jan.      1. 1907 

6227.4 

2019.1 

4861.7 

May     1. 1907 

6054.1 

1348.8 

6817.6 

Jan.      1.  1911 

6269.6 

1417.9 

6176.9 

July     1.  1912 

6244.2 

1327.1 

limitation  dropped 

July     1.  1913 

6395.6 

1843.7 

From  Kartell  Rundschau,  1904.  p.  339;  1907.  pp.  468  et  seq.;  1913.  p.  666. 

•  The  export  business  of  the  syndicate  has  amounted  to  about  26  per  cent  of  the 
total  sales  of  structural  steel,  about  40  per  cent  of  the  railroad  material,  and  in  half- 
produots  has  varied  from  18  to  40  per  cent  of  the  total. 

«  Statisties  of  actual  salea  of  B-produota  are  not  available,  but  it  is  certain  that 
allotments  were  reached  in  the  period  of  heavy  demand  from  1906  to  1907. 
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features  of  the  development  of  the  syndicate.  Both  are 
concomitants  of  the  rapid  change  in  the  internal  organ- 
ization of  the  iron  industry  brought  about  by  the 
development  of  the  large  integrated  establishments. 
This  movement  toward  integration,  conspicuous  in  all 
iron  districts,  was  centered  in  the  Rhenish-Westphalian 
and  Lorraine-Luxemburg  regions.  This  seems  to  be  the 
permanent  movement  toward  concentration  in  compari- 
son with  which  the  cartell  is  but  a  temporary  organiza- 
tion, deriving  its  strength  from  the  enhancement  of 
bargaining  power  and  the  influence  upon  prices  which  it 
lends  to  concerns  at  a  time  when  they  were  not  willing 
or  not  well  able  to  withstand  the  force  of  unrestrained 
competition. 

It  need  not  be  repeated  that  the  steel  industry  fur- 
nishes the  classic  example  of  the  advantages  of  inte- 
gration. They  were  fully  realized  by  a  number  of 
German  concerns  and  in  part  by  many  more.  It  is  of 
course  difficult,  if  not  impossible,  to  measure  accurately 
the  advantage  enjoyed  by  the  integrated  steel  worl^ 
through  a  comparison  of  their  costs  of  production 
with  the  costs  of  non-integrated  establishments.  The 
amount  varies  with  each  firm  and  is  always  more  or  less 
conjectural.  Estimates  vary  from  six  to  fifteen  marks 
per  ton.^  The  important  thing  is  that  they  did  possess 
a  material  advantage,  amounting  often  to  over  10  per 
cent  lower  costs,  especially  in  heavy  products  rolled  in 
one  heat. 

In  the  history  of  German  combination  and  integra- 
tion, the  desire  of  enterprises  to  control  their  raw 
material  seems  to  have  been  considerably  stronger  than 
the  desire  of  producers  to  utilize  their  product  in  the 
manufacture  of  more  highly  finished  articles.    Integra- 

&  HayiDMiii,  H.,  Die  cNnisehten  Wwln  im  deutsohen  GwwimiBfmgewcfLe,  pp.  212  et 
MQ.;  D«nladiiift  sor  Lace  dflr  Halbaeoc  kmuf«nden  Werke,  in  KootndiJ^^ 
,  ToL  iv,  Anlaco  8. 
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tion  has  usually  proceeded  downward  first,  from  steel 
work  and  blast  furnace  to  the  acquisition  of  coal,  coke, 
and  ore  supplies.  Very  rarely  has  a  colliery  company 
engaged  in  the  production  of  iron  and  steel.*  The  pres- 
sure in  the  former  case  was  greater.  Dependence  upon 
producers  for  raw  materials  was  much  less  acceptable 
than  dependence  upon  the  succeeding  stage  of  the  pro- 
ductive process  for  a  market,  due  in  no  small  measure  to 
the  fact  that  coal,  coke,  and  later  pig  iron  have  been 
controlled  by  cartells.  It  would  be  interesting  and 
instructive  to  trace  the  development  of  most  of  the 
members  of  the  steel  syndicate,  e.  g.,  that  of  the  Krupp, 
Phoenix,  and  Thyssen  concerns;  but  limitation  of  space 
forbids.*  One  must  be  content  with  the  statement  that 
in  the  movement  all  methods  have  been  adopted  to 
make  the  individual  concern  larger  and  more  indei)end- 
ent;  exchange  of  stock,  cash  purchase,  communities  of 
interest,  consoUdation,  merger,  lease,  as  well  as  exten- 
sion of  plant  and  the  erection  of  new  plants.* 

It  is  to  be  expected  that  under  any  conditions  some 
firms  would  be  ambitious  and  would  desire  to  engage 
upon  schemes  of  expansion ;  but  the  fact  that  the  largest 
portion  of  this  expansion  has  proceeded  from  members 
of  the  steel  syndicate  suggests  that  membership  in  it 

1  The  Gelsenkirehen  firm  f  unuBhes  an  examine  of  the  unusual  order  of  development, 
from  an  independent  coUiery  to  one  of  the  largest  integrated  steel  conoems. 

*  Upon  the  more  recent  developments  in  conoentration  see  Kartell  Rundaohau,  1910. 
p.  637;  1911,  pp.  389.  697;  1912.  i^.  40.  160.  736;  1913.  p.  264.  The  Berliner  Jahi^ 
bftcher  give  annual  lists  of  amalgamations  and  alliances.  Historical  skeCehes  of  the 
individual  conoems  may  be  found  in  Die  Schwereisenindustrie.  and  in  O.  Stillioh,  Eiaen 
and  Stahlindustrie. 

>  The  existence  of  family  oonoems  unwilling  to  lose  their  identity,  and  the  general 
public  distrust  of  "  VertrOstung  *'  have  undoubtedly  impeded  the  use  of  consolidation 
of  independent  concerns  located  at  successive  stages  as  a  method  of  forming  large  inte- 
grated enterprises.  These  influences  and  the  economic  and  teohnica!  advantages  to  be 
gained  by  constructing  extensions  or  new  plants  so  located  and  planned  as  to  give 
maximum  efficiency  account  for  the  popularity  of  the  construction  and  addition  of 
whole  new  plants  as  a  means  of  becoming  integrated.  Consolidation  does  not  tpee  /octo 
inerease  the  productive  capacity  ci  the  industry  concerned;  the  addition  ci  new  plants 
and  equipment  can  hardly  fail  of  that  result. 
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may  have  been  a  factor.  The  large  dividends  of  mem- 
ber firms  and  the  prevailing  opinion  of  the  influence  of 
the  syndicate  upon  the  profitableness  of  steel  enterprises 
rendered  it  easy  to  secure  capital.  Nevertheless  it  was 
in  another  way^  as  a  sort  of  reaction,  that  concentration 
and  expansion  have  been  chiefly  affected  by  the  syndi- 
cate. One  will  recall  the  race  for  allotments  in  1904, 
the  liberal  measurement  of  B-quotas  at  that  time,  the 
large  increases  in  1907,  and  the  dropping  of  all  restric- 
tions in  1912.  The  steel  syndicate  was  ordinarily  not 
able  to  dispose  of  a  sufficient  amount  of  steel  to  cover 
allotments,  in  spite  of  frequent  resort  to  dumping  upon 
foreign  markets;  and  the  allotments  themselves  repre- 
sented by  no  means  the  full  capacity  of  the  works. 
Every  firm  wished  to  operate  at  full  capacity,  at  maxi- 
mum efi&ciency;  many  wished,  to  extend  operations. 
The  strict  limitation  of  the  amounts  of  A-products 
sold  to  the  syndicate,  the  advisability  of  fuller  utiUza- 
tion  of  plant  than  was  afforded  by  allotments,  and  the 
necessity  of  using  the  resulting  surplus  in  further  manu- 
facture, were  direct  incentives  to  engage  in  the  produc- 
tion of  other  than  A-products,  or  at  least  to  have 
facilities  for  their  manufacture  on  hand.  An  additional 
inducement  was  offered  by  the  high  prices  prevailing  for 
B-products  in  1906-07,  which  seemingly  rendered  it 
more  profitable  to  market  steel  in  the  form  of  B-products 
than  through  the  syndicate  in  the  form  of  A-products.^ 
As  long  as  a  firm  was  a  member  of  the  steel  syndicate, 
every  demand  for  increased  allotments  was  sure  to 
meet  with  the  opposition  of  other  members  whose  allot- 
ments would  be  decreased  if  such  demands  were  granted. 
"Withdrawal  from  the  combination  was  not  a  step  to  be 
taken  hastily;  producers  therefore  waited  imtil  expira- 

1  This  statement  would  probably  not  hold  true  for  a  later  period,  but  at  the  time  the 
fMior  was  important. 
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tion  before  presenting  demands,  meanwhile  making 
themselves  more  and  more  independent  of  the  syndicate, 
and  increasing  capacity  so  as  to  enforce  demands  to  be 
made  when  the  time  for  renewal  came.^ 

The  rise  of  certain  members  of  the  syndicate  to  posi- 
tions of  power  and  comparative  independence,  based 
upon  efficiency  and  control  of  natural  resources,  has 
not  been  without  its  influence  as  an  example.  Other 
concerns  have  felt  stimulated  or  compelled  to  follow,  in 
order  to  be  better  prepared  to  maintain  their  indei)end- 
ent  existence.  They  cannot  rely  upon  the  steel  syndi- 
cate or  other  cartells  for  continued  protection  against 
restoration  of  competitive  conditions.  And  the  out- 
come of  the  movement  toward  integration  and  increase 
in  the  size  of  the  business  unit  seems  to  have  been 
an  increase  of  manufacturing  capacity  beyond  need. 
Expansion  has  become  over-expansion.  The  low  pre- 
vailing prices  for  B-products  for  several  years  preceding 
the  war;  the  fruitless  attempts  to  bring  about  combina- 
tions of  B-products  and  the  opposition  of  the  large 
integrated  works  to  limitation  of  production ;  the  closing 
down  of  wire  rod  mills  and  the  participation  of  the 
integrated  concerns  in  the  cartell  which  bore  this 
expense;  the  fact  that  the  quotas  in  A-products  as  well 
as  the  sales  by  the  syndicate  have  never  reached  capac- 
ity;  and  the  construction  of  new  plants,  not  in  response 
to  any  demand  for  increased  capacity,  but,  seemingly  in 
order  to  increase  the  strategic  position  of  the  owners  — 
all  are  indicative  of  an  excessive  increase  which  is 
generally  acknowledged. 

1  In  so  far  as  the  distress  of  the  independent  roUinc  mills,  brousht  about  by  the  prios 
relation  between  half-produots  and  finished  manufactures,  caused  them  to  eombine  for 
their  own  protection  with  integrated  concerns,  or  to  beoome  integrated  in  some  other 
way,  the  steel  ssmdioate  may  be  said  to  have  influenced  the  movement  toward  integra- 
tion. But  the  moderate  prices  for  half-products  maintained  during  periods  of  heavy 
demand  allowed  a  wide  margin  of  profit  to  the  independents,  thus  for  a  time  disoouraging 
integration. 
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In  no  section  of  Germany  do  the  integrated  concerns 
control  the  entire  production  of  iron  and  steel.  There 
still  exist  numerous  enterprises  carrying  on  at  only  one 
stage  of  the  productive  process,  manufacturing  a  single 
product  or  at  the  most  a  few  classes  of  products.  There 
are  pure  colliery  companies,  blast  furnaces,  and  various 
types  of  independent  rolling  mills.  Between  these  con- 
cerns which  are  not  integrated  and  the  concerns  which 
are,  conflict  has  been  inevitable.  It  subsides  in  times 
of  prosperity  only  to  burst  forth  with  greater  fierceness 
during  each  succeeding  period  of  depression.  There  are 
a  number  of  phases  of  this  conflict;  for  it  is  evident 
that  a  completely  integrated  concern  has  interests 
which  may  clash  with  those  of  some  set  of  producers  at 
every  stage  in  the  productive  process.  The  particular 
phase  which  is  of  greatest  interest  in  a  study  of  the  steel 
syndicate  is  that  between  syndicate  members  as  manu- 
facturers of  lighter  steel  (B-products)  and  the  inde- 
pendent roUing  mills  also  manufacturing  them  but 
buying  raw  material  from  the  syndicate.  Advocates  of 
the  syndicate  claimed  that  its  organization  would  lessen 
the  conflict,  but  the  result  seems  to  have  been  the  con- 
trary. Little  was  done  to  modify  its  price  pohcy  so  as  to 
aid  the  independent  roUing  mills.  As  certain  of  the 
latter  allied  themselves  with  integrated  concerns,  col- 
lective resistance  became  less  possible  for  the  remaining. 
More  important  in  increasing  the  acuteness  of  the  con- 
flict was  the  indirect  influence  of  the  syndicate  in 
increasing  the  capacity  of  its  members  to  turn  out  the 
classes  of  products  which  constituted  the  chief  output 
of  the  independent  mills. 

What  will  be  the  outcome  of  this  struggle  for  existence 
upon  the  part  of  the  independent  roUing  mills  ?  Rolling 
mill  owners  assert  that  it  is  not  the  technical  superiority 
of  the  integrated  concerns  which  have  caused  their  dis- 
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tress,  but  the  destructive  price  policy  of  the  steel  syndi- 
cate. Further  it  is  alleged  that  the  independent  mills 
possess  advantages  of  their  own,  in  more  intensive  and 
painstaking  labor,  more  efficient  supervision,  and  higher 
quality  of  product.  But  one  can  hardly  accept  this  in 
its  entirety.  It  is  probable  that  for  the  finer  products, 
the  non-integrated  mills  may  be  able  to  hold  out  longer 
than  in  the  manufacture  of  heavier  products,  but  it 
seems  that  it  is  only  a  question  of  time  until  the  com- 
petition of  roUing  mills  ceases  to  be  a  factor  upon  the 
iron  market. 

Several  remedies  for  the  situation  have  been  proposed, 
all  involving  combination  in  some  form.  One  solution, 
which  amounts  to  an  elimination  of  the  problem,  is  the 
conversion  of  the  independent  rolling  mills  into  actual  or 
virtual  integrated  concerns,  either  by  fusion  with  other 
enterprises,  or  alliances,  or  by  engaging  in  the  production 
of  their  own  raw  materials.  The  employment  of  the 
conununity  of  interest  arrangement  has  become  increas- 
ingly common  during  the  past  few  years  and  seems  to 
be  in  most  cases  preliminary  to  actual  merger.  This 
remedy  is  drastic  and  often  extremely  distasteful  to 
independent  entrepreneurs  and  to  family  enterprises 
which  wish  to  retain  their  identity. 

Other  less  radical  proposals  have  been  considered 
from  time  to  time.  The  proposition  that  the  state 
fiunish  funds  for  the  erection  of  a  large  modem  steel 
plant  for  the  purpose  of  supplying  the  independent 
rolling  mills  with  raw  material,  broached  in  1904,  seems 
to  have  been  accorded  more  attention  in  1908  and  1909. 
But  it  never  had  much  prospect  of  being  carried  into 
execution.  Lateral  combination,  cartells  among  the 
rolling  mills,  have  also  been  suggested.  But  combina- 
tions of  bar,  wire  rod,  sheet,  and  pipe  producers,  when 
they  have  included  the  independent  mills,  have  not 


Digitized  by  VjOOQIC 


THE  GERMAN  STEEL  SYNDICATE  299 

enjoyed  a  continuous  existence  and  have  never  been 
conspicuously  successful.  The  proposal  that  the  rolling 
mills  as  buyers  imite  in  a  combination  to  present  a  solid 
front  to  half-products  manufacturers  was  adopted  in 
the  Association  of  Half -Products  Users;  the  result  was 
a  flat  failure.^  A  cartell  of  independent  rolling  mills 
cannot  hope  to  impose  a  satisfactory  scale  of  prices 
upon  producers  as  indei)endent  as  are  the  members  of 
the  steel  syndicate.* 

VI.  The  Steel  Syndicate  and  Middlemen 

Of  the  three  groups  of  products  controlled  by  the 
syndicate,  only  structural  steel  was  of  any  importance 
to  the  iron  trade.  Railroad  material  was  usually  sold  in 
large  quantities,  especially  to  the  railroad  directories  of 
the  various  German  states.  Even  before  the  formation 
of  the  syndicate,  the  steel  works  had  been  accustomed 
to  bid  for  and  execute  orders  without  the  interi)osition 
of  middlemen.  A  large  part  of  the  half-products  was 
handled  in  the  same  way.  Consequently  when  the 
syndicate  assumed  control  of  these  groups  of  A-products 
it  proceeded  to  sell  as  before.  In  structural  steel, 
especially  beams,  wholesale  and  retail  iron  dealers 
played  a  more  prominent  part.  The  variety  of  dimen- 
sions, the  large  number  of  small  purchasers  as  compared 
to  other  A-products,  and  the  large  territory  over  which 
the  demand  is  spread,  had  brought  it  about  that  the 
beam  business  was  transacted  through  wholesale  dealers 
who  in  turn  supplied  the  local  jobber,  the  retailer,  or 
lai^e  consumer. 

>  The  Kartell  Rundsehaa  referring  to  the  resuscitation  of  the  Aasoeiation  of  Half- 
Plodiieta  Users  in  1908  says  "  as  usual  it  is  a  union  out  of  which  the  manager  has  bene- 
fitted most."    1006,  p.  732. 

•  The  abofition  of  the  tariff  as  a  remedy  for  the  situation  of  the  independent  rolling 
milli  is  taken  up  in  the  section  upon  price  policy. 
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The  beam  cartell  of  older  days  had  used  its  influence 
to  bring  about  organizations  of  dealers  which  came  into 
intimate  relations  with  the  producers'  combination  and 
whose  policy  was  largely  directed  by  it.  Consequently 
there  were  at  the  time  of  the  organization  of  the  steel 
syndicate  four  associations  varying  in  form  from  a  loose 
price  and  terms  agreement  to  a  firmly  constituted  car- 
tell  with  a  sales-agency  stock  company.*  To  each  of 
these  was  assigned  a  definite  territory. 

Altho  there  was  some  fear  that  the  new  steel  syndicate 
would  attempt  the  elimination  of  the  wholesale  trade 
when  it  replaced  the  beam  combination  in  1904^  the 
system  of  distribution  through  dealers'  associations  was 
considered  worth  retaining,  and  the  syndicate  accord- 
ingly proceeded  to  organize  dealers  along  the  same  lines. 
Territory  was  assigned  to  the  four  groups  as  before, 
while  a  special  arrangement  was  made  between  the 
S3mdicate  and  a  number  of  individual  firms  exploiting 
the  Upper  Silesian  territory.^  Any  German  wholesale 
dealer  in  beams  who  had  earlier  purchased  his  require- 
ments from  the  beam  cartell  and  who  in  the  three  years 
prior  to  1904  had  bought  at  least  3000  tons  annually 
was  entitled  to  membership  in  one  of  the  beam  dealers' 
associations.'  Such  dealers  were  supplied  directly  by 
the  syndicate,  a  privilege  not  extended  to  smaller 
dealers,  who  were  thus  made  dependent  upon  the  larger 
wholesalers.  The  entrance  of  new  members  into  the 
associations  for  the  three  years  for  which  the  contracts 
were  to  remain  in  force  was  expressly  forbidden,  the 
effect  being  to  protect  existing  dealers  against  new  com- 

1  TheBe  were  the  Beam  Sales  Office  of  Berlin  organued  earlier,  the  Rhenish-West- 
phalian.  the  Northwest  and  Middle  German,  and  the  South  German  Beam  Sales  Aaao- 
eiations.  For  particulara  of.  Denkschrift,  pp.  67,  68.  477  et  aeq.;  Kartell  Rundsohau, 
1004.  p.  545. 

*  For  the  exact  territory  oorered  by  each  association  cf.  ibid.,  1004,  p.  546;  Denk- 
sohxift.  pp.  472. 474.    Also  Liefmann  in  Kartell  Rundschau,  1006,  p.  405. 

t  Bonikowsky,  Industrielle  Kartelle  und  der  Handel,  p.  232. 
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petition  at  least  with  syndicate  products.  With  the 
exception  of  the  right  reserved  to  supply  a  few  large  con- 
sumers using  from  3  to  6  per  cent  of  the  total,  the  steel 
syndicate  agreed  to  market  all  its  structural  steel 
through  the  dealers'  associations.^  As  a  means  of  com- 
bating outside  competition,  the  cartell  required  all 
dealers  to  purchase  exclusively  from  it,  under  penalty 
of  a  surcharge  of  five  marks  per  ton  on  all  purchases 
from  the  syndicate  if  outsiders  were  also  patronized. 
The  recognized  district  associations  codperated  with 
the  steel  syndicate  in  fixing  the  prices  and  terms  to  be 
prescribed  by  the  member  dealers.* 

Aided  by  groupings  in  various  cities,'  these  associa- 
tions have  continued  to  function,  tho  not  without 
changes  in  organization,  usually  in  the  direction  of 
greater  firmness.  Their  existence  has  at  tunes  been 
threatened  by  outsiders  dealing  in  steel  procured  else- 
where than  from  the  syndicate.  And  to  grant  the  con- 
cessions to  the  '^ works  dealers"^  in  1907,  the  steel 
syndicate  was  comi)elled  to  order  a  40  per  cent  reduction 
in  the  allotments  of  structural  steel  to  the  beam  associa- 
tions, an  action  which  ahnost  precipitated  a  crisis. 
The  dissolution  of  all  the  associations  was  averted  only 
with  great  difficulty.*  During  1911,  it  was  reported 
that  members  were  cutting  prices  secretly  in  order  to 
swell  sales  for  that  year,  in  order  to  enlarge  the  basis  for 
the  measurement  of  allotments  in  connection  with  the 

1  A  few  finnsirarohaaxislflaBtluA  8000  tons  fonocrly  supplied  diiwtiy  by  ^^ 
^yadieate,  continued  to  purohsse  direotly  from  the  steel  syndicate,  tho  gnnted  a 
somewbst  smaller  discount  than  the  regular  members  of  the  associations.   Bonikowsky* 
p.  233;  LeissCt  p.  146. 

>  The  three  main  territorial  (roups  of  dealers  united  in  1006  to  form  a  federation  at 
the  meetinss  of  which  prices  and  terms  were  determined.  Kartell  Rundschau,  1000» 
p.  406. 

I  Denkschrift,  p.  68;  Leisse,  p.  144. 
«  See  above,  p.  270. 

JahrbOcher,  1007.  pp.  112  et  acq.;  1008,  p.  181;  1900,  p.  104;  KarteU 
>  1007,  pp.  687.  781;  1008.  pp.  741,  680;  1000,  p.  68. 
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extension  of  the  steel  syndicate  in  1912.  The  extension 
of  the  associations  in  ^e  same  year  was  clearly  due  to 
the  pressure  exerted  by  the  producers'  organization. 

The  steel  syndicate  has  also  attempted  to  control  the 
wholesale  trade  in  German  steel  in  foreign  countries* 
The  wholesale  dealers  of  Sweden,  Holland,  and  Switzer- 
land were  organized  upon  the  same  plan  as  the  German. 
In  other  countries,  agencies  in  the  form  of  stock  com- 
panies were  established.  Representation  in  England 
was  secured  by  the  exercise  of  considerable  pressure  in 
the  organization  of  a  stock  company,  the  Steel  Works 
Union,  Limited,  composed  of  the  former  agents  of 
individual  German  steel  concerns.  In  some  countries, 
selected  firms  were  made  representatives.^ 

The  general  influence  of  the  steel  syndicate  has  been 
to  restrict  greatly  the  freedom  of  middlemen.  It  has 
limited  the  number  of  dealers  allowed  to  make  direct 
purchases  from  the  syndicate.  It  has  exerted  a  decid- 
ing influence  in  the  fixation  of  selling  prices,  as  well  as 
prescribing  the  buying  prices  of  dealers.  The  volume 
of  each  dealer's  sales  is  limited  to  his  share  of  the  allot- 
ment granted  to  the  association.  Dealers  are  required 
to  buy  exclusively  from  the  syndicate  under  penalty  of 
surchange  and  boycott  —  a  serious  restriction  when 
syndicate  prices  happen  to  be  considerably  higher  than 
prices  quoted  by  outside  producers.  Speculative 
activity  of  dealers  has  been  limited  by  the  refusal  of  the 
syndicate  to  enter  into  long  time  contracts  at  fixed 
prices;  and  indeed  its  price  policy  tends  to  deprive 
speculation  of  its  chief  support,  fluctuation. 

On  the  other  hand,  the  assignment  of  exclusive  teiri- 
tory  and  the  agreement  of  the  syndicate  to  market 
structural  steel  exclusively  through  the  associations 
with  the  protection  thereby  afforded  against  the  rise  of 

1  Bonikoimky.  pp.  211,  284-96;  EAiteU  Rundsetuiu,  1904,  pp.  706,  747. 
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new  competitors,  might  be  considered  advantageous  to 
dealers.  The  equality  of  treatment  secured  by  member- 
ship in  associations  seems  to  have  been  nullified  by  the 
concessions  granted  to  works  dealers.  It  was  asserted 
also  that  the  policy  of  the  syndicate  in  fixing  buying  and 
resale  prices  assured  dealers  of  a  profit  whereas  loss 
might  result  if  dealers  competed  among  themselves. 

Thus  it  appears  that  the  steel  syndicate  has  not  f oimd 
it  advisable  to  attempt  the  policy  which  many  cartells 
have  adopted  —  the  elimination  of  the  middleman.^ 
Public  opinion  has  imdoubtedly  played  some  part  in 
deciding  this  attitude  of  the  combination.  But  other 
factors,  such  as  the  intimate  connection  of  certain  mem- 
bers of  the  steel  combination  with  wholesale  iron  firms, 
the  fact  that  wholesale  dealers  have  in  some  instances 
expanded  their  activities  and  become  producers  as  well, 
and  the  tendency  of  the  wholesale  trade  to  invest 
capital  in  steel  enterprises,  thereby  securing  an  influence 
in  the  determination  of  cartell  policy  —  all  these  have 
been  more  potent  in  influencing  the  combination  in 
favor  of  retaining  the  existing  methods  of  distribution. 
And  the  allegation  that  products  can  be  marketed  at 
less  cost  through  dealers  than  by  means  of  a  cartell 
organization,  seems  to  have  had  some  basis  in  fact. 

VII.  Conclusion 

If  one  considers  merely  its  price  policy  the  steel  syndi- 
cate might  still  be  classed  as  a  "  good  "  combination.' 
Manufacturing  buyers  of  half-products  have  at  times 
been  affected  by  a  level  of  prices  higher  than  the  inter- 
national level,  but  at  other  times  have  benefited  by  the 
moderation  of  syndicate  policy.    The  difficulties  of  the 

1  Of.  8ohalt«nbraiid*s  anertioiis  in  KontndiktonMlM  Verhandluncen,  vol.  br,  p. 
419. 

>  Walkw  writing  in  1006  to  dMMS  the  Stad  Works  Union.  Qaartoily  Journal  of 
Boonomiea,  yqL  tx,  p.  398. 
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independent  rolling  mills  seem  to  be  due  more  directly 
to  the  increased  production  of  B-products  by  competing 
plants  under  conditions  making  for  a  degree  of  efficiency 
and  low  costs  which  the  non-integrated  miUs  could  not 
attain.  The  endeavors  of  the  syndicate  to  control  the 
distribution  of  heavy  products  and  to  organize  the  trade 
were  as  a  whole  not  harmful,  and  may  have  resulted  in 
some  protection  to  buyers.  With  labor  and  labor  con- 
ditions the  cartell  presumably  had  nothing  to  do,  their 
regulation  being  left  to  the  individual  concerns. 

Against  the  favorable,  or  not-unfavorable,  effects  of 
syndicate  operation  must  be  placed  the  results  of  the 
artificial  stimulation  given  both  directly  and  by  way  of 
reaction  to  the  over-expansion  of  the  iron  and  steel 
industry.  By  its  magnitude  and  its  unsoundness  this 
development  was  sufficient  to  nullify  any  economies 
which  may  have  been  realized  by  tiie  cartell.  It  is 
probable  that  the  movement  toward  integration  would 
have  taken  place  more  slowly  had  the  iron  industry  been 
free  from  syndicate  influence.  As  in  the  case  of  the 
potash  industry,*  there  are  reasons  for  being  extremely 
doubtful  whether  the  industry  was  in  as  good  condition 
at  the  opening  of  the  war  as  it  would  have  been  had 
competition  prevailed. 

There  is  no  reason  to  believe  that  the  excessive  capac- 
ity of  the  German  iron  industry  which  existed  in  1914 
was  deliberately  planned.  Nevertheless  it  must  have 
been  of  immense  value  to  Germany  in  the  conduct  of 
the  war.  The  fact  that  some  of  the  new  plants  erected 
by  members  of  the  steel  syndicate  are  located  in  the 
Lorraine-Luxemburg  iron  ore  region,  very  close  to  the 
French  border,  was  an  additional  reason  for  Germany's 
contesting  every  foot  of  the  attempted  advance  of  the 
Allies,  which  if  successful  would  involve  the  loss  to 

>  Cf.  my  artide  in  this  Joumid,  toI.  zzviii,  p.  190. 
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Germany  of  strate^cally  located  munitions  plants  of 
most  modem  type. 

Had  the  war  not  intervened,  it  is  probable  that  a  halt 
would  have  been  called,  perhaps  through  an  economic 
crisis,  to  the  extension  of  capacity  beyond  needs.  The 
syndicate  contract  is  due  to  expire  during  this  year 
(1917) ;  whether  it  will  be  extended  is  doubtful.  The 
fact  that  one  important  member  has  aheady  given 
notice  of  intended  withdrawal  may  indicate  dissolution 
and  restoration  of  competition  in  A-products,  followed 
eventually,  when  the  war  is  over,  by  the  deferred 
economic  readjustment.  On  the  other  hand  decision 
as  to  extension  may  be  postponed  imtil  after  the  war, 
when  in  altered  form  it  may  be  given  new  life  and  vigor 
as  a  means  of  rehabilitating  foreign  trade.  Because  of 
the  interests  of  many  members  in  Lorraine-Luxemburg 
iron  and  steel  properties,  the  futiu'e  of  the  syndicate,  if 
extended,  will  be  intimately  connected  with  the  dis- 
position of  territory  in  the  peace  settlement.  But  what- 
ever happens  in  the  way  of  economic  readjustment 
after  the  war  cannot  be  ascribed  wholly  to  expansion 
due  to  war  demands;  it  is  to  be  ascribed  to  prior 
over-expansion. 

The  steel  syndicate  as  the  largest  combination  of  steel 
producers  in  Germany,  otu*  strongest  competitor  upon 
the  international  steel  market,  possesses  special  interest 
for  the  United  States  at  a  time  when  extension  of  foreign 
trade  is  so  actively  encoiu-aged.  In  both  Germany  and 
America  the  present  combinations  have  succeeded  a 
series  of  looser,  imsatisf actory  agreements,  the  futility 
of  which  had  been  amply  demonstrated.  The  Sherman 
law  left  no  step  between  resort  to  illegal  secret  agree- 
ments and  the  holding  coiporation  or  full  consolidation. 
Li  Germany,  on  the  other  hand,  the  law  has  been  favor- 
able to  a  tyi>e  of  combination  which,  tho  falling  far  short 
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of  actual  merger,  insures  unity  of  action  for  a  term  of 
years  by  means  of  legally  enforceable  contracts.  In 
spite  of  the  different  forms  and  legal  status  of  combina- 
tion, the  development  of  the  steel  industry  in  both 
countries  has  in  one  respect  shown  similarity.  \^thin 
the  German  syndicate  there  has  been  from  the  outset 
constant  rivalry  between  the  members,  reflected  espe- 
cially in  connection  with  the  demands  for  allotments. 
In  the  struggle  to  maintain  their  position  in  the  syndi- 
cate and  their  existence  in  case  of  its  collapse,  they  have 
in  every  possible  way  increased  their  size  and  strength. 
The  result  has  been  the  concentration  of  a  growing  pro- 
portion of  the  iron  and  steel  industry  in  the  hands  of  a 
relatively  few  concerns,  no  one  of  which  is  of  over- 
whelming size  and  power  as  compared  to  the  others.  In 
the  United  States,  it  seemed  at  one  time  that  the  organ- 
ization of  the  Steel  Corporation  would  introduce  a  con- 
cern of  such  power  as  eventually  to  permit  competitors 
to  exist  only  by  its  sufferance.  But  the  subsequent 
rise  of  competitiors  and  the  gradual  decrease  in  the 
market  control  of  the  trust  are  bringing  about,  with 
respect  to  concentration,  a  situation  not  a  little  resemb- 
ling that  in  Germany.  It  remains  to  be  seen  whether, 
in  the  development  of  a  number  of  competing  concerns, 
each  large  enough  to  secure  maximum  economy  and 
efficiency  of  production,  and  marketing  but  not  control- 
ling a  sufficient  proportion  of  the  output  to  prevent  the 
free  play  of  competition,  some  definitive  solution  of  the 
trust  problem  is  being  approached. 

H.   R.   TOSDAL. 
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UNDER  VARYING  CONDITIONS  OF  THE 

DISTRIBUTION  OF  INCOME 

In  discuflsions  of  the  principle  of  consumers'  surplus  as 
developed  by  Marshall,  the  preliminaiy  assumption  has  been 
that  the  diminishing  utility  curve  might  be  represented  by 
the  demand  curve  and  that  marginal  utility  might  be  meas- 
ured by  price.  This  assumption  is  satisfactory  for  an 
individual,  and  may  also  be  applied  to  a  group  of  persons 
whose  psychologic  reactions  to  successive  increments  of  all 
commodities  are  the  same,  provided  that  they  have  equal 
purchasing  power.  But  in  the  case  of  a  community  whose 
members  dffier  widely  with  respect  to  money  income,  the 
demand  curve  and  the  price  no  longer  even  approximately 
represent  conditions  of  utility.  The  utility  to  the  first  pur- 
chaser, a  millionaire,  may  be  low,  while  the  utility  to  the 
marginal  purchaser,  a  worker  in  a  sweat-shop,  may  be  very 
high.  The  millionaire  takes  the  first  unit  not  because  its 
utility  to  him  is  higher  than  to  the  worker  but  because  the 
sacrifice  involved  in  purchasiag  it  is  very  much  less.^ 

So  much  is  familiar.  The  following  analysis  is  an  attempt 
to  adapt  the  concepts  of  total  utility  and  consumers'  surplus 

>  The  above  principle  is  reoogmised  by  Professor  MamhsU.  **  A  pound's  worth  of 
sstisf  action  to  an  ordinary  poor  man  is  a  muefa  greater  thing  than  a  pound's  worth  of 
•atasfaetion  for  an  ordinaiy  rich  man,"  (Prinoiplcs  of  Eeonomios,  <lth  ed.,  p.  180).  He 
thinks,  however,  that  this  consideration  may  be  disregarded  in  practice,  because  "  it 
fasppeos  that  by  far  the  greater  number  of  the  events  with  whioh  economics  deals  affect 
in  about  equal  proportions  all  the  different  riassM  of  sodety;  so  that  if  the  money 
measures  of  the  happiness  caused  by  two  events  are  equal,  there  is  not  in  general  any 
wy  great  difference  between  the  amounts  of  the  happiness  in  the  two  eases."  •  This  is 
undoubtedly  true  with  reference  to  the  events  which  Professor  Marshall  had  in  mind. 
If,  however,  the  event  in  question  were  a  socialistic  proposal  looking  to  the  redistribu- 
tion ol  inoome  or  even  a  drastio  minimum  wage  law,  this  prineiple,  far  from  being 
negligible,  beoomes  the  determining  factor  for  justifying  the  innovation. 

807 
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to  a  community  with  unequal  incomes  —  a  community  such 
as  we  find  in  the  actual  world. 

First,  assume  a  group  made  up  of  four  persons  (A,  B,  C,  D) 
having  the  same  money  incomes,  and  fiuther  assume  them  to 
be  alike  in  their  utility  reaction  to  successive  increments  of 
some  commodity,  say,  oranges.  As  successive  oranges  are 
offered,  each  jdelds  a  diminishing  utility.  For  brevity  sup- 
pose that  we  denote  a  unit  of  psychic  satisfaction  derived 
from  an  orange  by  u.  Then  the  satisfaction  derived  from  the 
first  orange  may  be  assumed  to  be  Su;  from  the  second,  4u; 
from  the  third,  3u;  from  the  fourth,  2u;  from  the  filtii,  u. 
Satiety  is  reached  with  the  sixth  orange  —  the  orange 
becomes  a  free  good. 

Now  so  long  as  incomes  are  equal,  utilities  may  be  measured 
by  money  payments.  The  measures  of  5u,  4u,  3u,  then 
become  5  cents,  4  cents,  3  cents,  and  so  on. 

If  a  dealer  puts  four  oranges  on  the  market,  each  person 
will  take  one  orange  at  5  cents;  if  he  puts  eight  oranges  on  the 
market,  each  will  take  two  at  4  cents;  if  twelve,  three  at  3 
cents;  and  so  on.  Under  the  hypothesis,  as  so  far  advanced, 
diminishing  utility  and  demand  are  both  represented  by  the 
double  line,  PX,  in  Figure  1. 

Throughout  this  discussion.  A,  B,  C,  and  D  are  assumed  to 
be  aggressive  purchasers  in  the  order  of  the  alphabet.  That 
is,  if  only  one  orange  were  put  on  the  market,  it  will  go  to  A 
at  5  cents.  B,  C,  and  D  would  also  give  5  cents,  and  not  one 
of  the  purchasers  would  give  more  than  5  cents.  But  A  gets 
the  orange.  In  like  manner,  if  two  oranges  are  offered,  they 
go  to  A  and  B;  if  three,  to  A,  B,  and  C. 

Next,  let  us  suppose  the  incomes  of  the  members  of  our 
community  to  be  redistributed  so  that  for  A,  B,  C,  and  D 
respectively  they  will  stand  in  the  ratio  of  4:  3:  2:  1.  Since 
the  amount  of  money  in  the  community  and  hence  the  total 
money  income  is  not  changed,  their  money  incomes  will  now 
be  (assuming  that  before  the  change  each  income  was  x) 
1.6x,  1.2x,  0.8x,  and  OAx.  Now,  under  these  conditions,  as 
was  noted  in  the  first  paragraph,  utility  curves  can  no  longer 
be  constructed  and  compared  on  the  basis  of  the  money  pay- 
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Fxo.  1 
Erplanittion: 
==    Demand  or  utility  line,  equal  distribution  of  inoomes. 
HH^    Demand  line*  unequal  distribution  of  inoomes. 

Utility  line,  unequal  distribution  of  incomes. 

FScuzes  below  line  OX  indicate  supply. 

Ficures  above  Une  OX  indicate  oorre^ponding  utility  of  last  unit  taken,  unequal 

distribution  of  incomes. 
Letters  A,  B,  C,  D,  indicate  recipients  of  sucoeasive  increments  of  supply,  unequal 
distribution  of  incomes. 

ments  which  would  be  given  for  successive  increments  of  the 
commodity  in  question.  A  curve  constructed  on  this  basis 
will  indeed  be  a  demand  curve,  but  not  a  tUility  curve.  In 
order  to  make  a  comparison  for  utility  between  persons  of 
different  money  incomes  on  the  basis  of  their  demand  curves, 
some  h3rpothe8iB  is  necessary  for  reducing  money  payment  to 
utility. 
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The  hypothesis  which  will  be  assumed  in  the  following 
analysis  is  that  the  utility  of  any  of  the  successive  incrementa 
of  a  commodity  to  the  purchaser  may  be  measured  by  the 
fractional  part  of  his  entire  money  income  which  he  is  willing 
to  sacrifice  in  order  to  obtain  it.  For  example,  if  A's  income 
is  twice  B's,  and  if  B  would  pay  x  cents  for  a  thing,  then  the 
fact  that  A  would  pay  2x  cents  for  the  same  thing  indicates 
that  the  utility  of  the  thing  is  the  same  to  both. 

On  this  basis,  a  demand  schedule  may  be  made  out  for  A, 
B,  C,  and  D,  separately  and  collectively,  under  their  changed 
incomes.  Since,  when  their  incomes  were  equal,  each  would 
pay  5  cents  for  the  first  orange,  now,  when  A's  income  is  1.6 
times  what  it  was  before,  he  will  pay  1.6  X  5  cents,  or  8  cents. 
This  method  of  computation  may  be  applied  to  the  first, 
second,  third,  fourth,  and  fifth  orange  for  each  of  the  buyers 
imder  their  changed  incomes.  The  result  of  the  computation 
is  shown  in  the  following  demand  schedule. 


Tablb  I 


At 

8 

6.4 

6 

4.8 

4 

3.6 

3.2 

2.4 

2 

1.6 

1.2 

.8 

.4 
cents 


1 
2 
2 
3 
3 
3 
4 
4 
4 
5 
5 
5 
5 


B 

takes 


1 
2 
2 
3 
3 
4 
4 
4 
5 
5 
5 


C 
takes 


1 
1 
2 
3 
3 
4 
4 
5 
6 


D 
takes 


Group 


1 
2 
3 
4 
5 


1 

2 

3 

5 

6 

7 

9 

11 

12 

15 

17 

19 

20 


oranges     oranges     oranges     oranges     oranges 


The  demand  "  curve  "  for  the  group  (derived  from  this 
schedule)  is  shown  by  the  full-line  steps  (YX)  in  Figure  1. 

Now  if  by  consumers'  surplus  we  mean  nothing  more  than 
the  money  which  the  members  of  a  community  would  have 
paid  in  excess  of  what  they  actually  do  pay,  for  a  given  supply 
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of  a  oommodity,  offered  in  successive  increments,  rather  than 
go  without  ity  ihen  from  a  study  of  the  above  schedule  and 
Figure  1  it  at  once  becomes  apparent  that  in  this  sense  con- 
sumers' surplus  is  in  general  greater  imder  conditions  of 
unequal  than  of  equal  distribution  of  incomes,  until  the 
supply  reaches  satiety,  when  the  two  results  will  be  the  same. 
The  last  part  of  this  statement  is  obvious,  a  priori;  for  at 
satiety  the  sum  actually  paid  is  0  while  the  sum  which  would 
have  been  spent  is  the  same  in  each  case.^ 

The  following  table  gives  the  consumers'  surplus  computed 
as  above  under  different  conditions  of  supply. 


CoDflumers*  Surplus 
Unequal  distribution 

0 

1.6 

2.4 

6.0 

6.0 

10.0 

12.4 

16.2 

15.2 

22.4 

22.4 

26.8 

31.6 

31.6 

31.6 

37.6 

37.6 

44.4 

44.4 

52.0 

60.0 

X  Under  equal  distribution  A  or  B  or  C  or  D  would  eaoh  have  spent  6+4+8 
+  a  +  I  eents  or  1ft  cents  rather  than  go  without  the  oranses.  In  all  60  cents.  Under 
unsqual  distribution  the  amounts  which  would  have  been  spent  by  eaoh  is  shown  by  ths 

A-1.6(ft+4  +8+2+1) 
B-1.2(  "  J 

C-  .8(  "  ) 

D-  .4(  "  ) 


Table  II 

Oranges 

Consumers'  Surplus 

offered 

Equal  distribution 

1 

0 

2 

0 

3 

0 

4 

0 

5 

4 

6 

4 

7 

4 

8 

4 

9 

12 

10 

12 

11 

12 

12 

12 

13 

24 

14 

24 

15 

24 

16 

24 

17 

40 

18 

40 

19 

40 

20 

40 

21  (Satiety) 

60 

A+B+C+D-4.0(  "  )-0OcentS. 
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But  such  an  analysis  of  consumers'  surplus  is  without 
significance.  Consumers'  surplus,  as  a  constituent  of  psychic 
income,  is  to  be  defined  as  "  the  difference  between  the  sum 
which  measures  total  utility  and  that  which  measures  total 
exchange  value."  ^  But  when  persons  have  different  incomes, 
sums  of  money  expended  or  which  might  have  been  expended 
no  longer  measure  either  marginal  or  total  utility.  Before 
they  can  do  so  they  must  be  reduced  to  terms  of  equal 
income.  When  A,  in  the  supposed  case  of  unequal  income 
buys  his  first  orange  for  8  cents  he  is  obtaining  a  utility  of  5u 
and  is  making  a  money  sacrifice  (in  terms  of  any  other  com- 
modity he  might  have  purchased)  also  of  5u.  In  like  manner 
the  second  orange  at  6.4  cents  represents  a  utility  of  4u  and 
a  money  sacrifice  of  4u.  If  only  two  oranges  are  offered,  A 
gets  them  both  at  a  money  sacrifice  equivalent  to  4u  each  or 
8u  for  both.  Rather  than  go  without  them  he  woidd  have 
made  a  money  sacrifice  equivalent  to  9u.  He  thus  gains 
what  may  be  called  a  "  real  "  consumers'  surplus  of  lu.  Now 
if  incomes  had  been  equal  and  only  two  oranges  had  been 
offered,  A  and  B  would  each  have  obtained  an  orange  for 
5  cents  and  each  would  have  represented  a  utility  of  6u. 
Since  by  hypothesis  neither  would  have  paid  mqre  than  5 
cents  there  would  have  been  no  consumers'  surplus.  It  thus 
appears  that  "real"  consumers'  surplus,  as  above  inter- 
preted, may  also  be  greater  under  inequality  of  income.  It 
would  be  possible  to  determine  the  consumers'  surplus  in  this 
sense  for  every  increment  of  supply  from  two  oranges  to 
twenty-one.  It  may  be  worth  whfle  to  note  that  in  this  sense 
also  the  consumers'  surplus  when  satiety  is  reached  will  be 
the  same  for  any  distribution  of  income.  But  except  for  this 
comparatively  unimportant  deduction  the  investigation 
woidd  be  of  little  worth.  At  any  rate  it  has  no  significance  in 
comparing  the  weU-beiDg  of  a  community  having  unequal 
distribution  of  wealth  with  one  having  equal  distribution. 
For  the  consumers'  surplus  of  those  who  purchase  goods 
because  of  larger  means  rather  than  because  of  greater  mar- 
ginal utility  is  to  some  extent  offset  by  a  consumers'  deficit 

*  TauMig,  Priaoiplw  of  Eoonomioi,  toL  i,  p.  128. 
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(so  to  speak)  on  the  part  of  those  who  are  unable  to  purchase 
at  all,  because  of  insuflScient  means,  even  tho  the  goods  have 
hig^  utility. 

To  compare  the  well-being  of  the  two  communities  the 
method  of  consumers'  surplus  is  therefore  inapplicable.  Yet 
the  method  outlined  above  may  be  employed  to  compare 
them  with  respect  to  total  utility  as  successive  instalments  of 
goods  are  offered;  and  this  comparison  will  be  significant. 


Using  the  same  assumptions  as  in  the  case  of 
sumers'  surplus  we  derive  the  following  table. 


'real"  con- 


Table  III 


Oraofis 

Total  Utmty 
Equal  ditotribotion 

Total  Utfiity 
Unequal  dJatributioa 

A 

B 

C 

D 

Qioup 

A 

B 

C 

D 

Group 

1 

5 

6 

6 

6 

2 

5 

6 

, , 

, , 

10 

9 

,  , 

, , 

9 

3 

5 

6 

6 

, . 

15 

9 

6 

.. 

14 

5 

9 

6 

6 

6 

24 

12 

9 

, , 

21 

6 

9 

9 

6 

6 

28 

12 

9 

6 

26 

7 

9 

9 

9 

6 

32 

12 

12 

6 

29 

9 

12 

9 

9 

9 

39 

14 

12 

9 

36 

11 

12 

12 

12 

9 

46 

14 

14 

12 

40 

12 

12 

12 

12 

12 

48 

14 

14 

12 

6 

46 

16 

14 

14 

14 

12 

64 

16 

14 

14 

9 

62 

17 

16 

14 

14 

14 

67 

16 

16 

14 

12 

66 

19 

16 

16 

16 

14 

69 

16 

16 

16 

14 

69 

20 

16 

16 

16 

16 

60 

16 

16 

16 

16 

60 

Comparing  the  total  utilities  for  the  group  it  appears  that 
for  every  condition  of  supply  of  over  one  orange  or  less  than 
nineteen  the  total  utility  enjoyed  by  the  group  is  less  under 
conditions  of  unequal  distribution  of  incomes  than  under  equal 
distribution.  The  comparison  of  total  utilities  under  the 
two  conditions  of  distribution  may  also  be  made  directly 
firom  the  diagrams,  Figure  1,  Figure  2,  the  total  utility  for 
equal  distribution  being  the  area  below  the  double  line  PX, 
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and  extending  to  the  ordinate  corresponding  with  the  supply; 
and  the  total  utility  for  unequal  distribution  being  the  area, 
to  the  same  ordinate,  below  the  dotted  Une,  PX. 

The  utility  "  curves  "  corresponding  with  Table  III  are 
shown  in  Figure  I,  the  double  line,  PX,  indicating  utility 
when  incomes  are  equal;  the  dotted  line,  PX,  when  incomes 
are  unequal.  The  ups  and  downs  of  the  latter  line  clearly 
show  that  imder  conditions  of  unequal  distribution  of  incomes 
the  taking  of  successive  ''  doses  "  of  a  conunodity  no  longer 
indicate  a  steadily  diminiflhing  utility  to  the  purchaser.  The 
twelfth  orange,  for  example,  has  for  its  purchaser  a  much 
higher  utility  than  the  tenth  has  for  its  pim;haser. 

This  method  may  also  be  employed  to  compare  the  well- 
being  of  a  community  imder  equal  distribution  of  income 
with  that  of  the  same  community  divided  into  non-competing 
groups  having  different  incomes  for  the  members  of  different 
groups.  Assume  a  society  made  up  of  four  non-competing 
groups.  A,  B,  C,  and  D,  with  one  person  in  group  A,  two  per- 
sons in  group  B,  four  in  group  C,  and  ten  in  group  D — seven- 
teen in  all,  and  assume  individual  incomes  for  the  members  of 
the  groups  to  be  in  the  ratio  A:  B:  C:  D  »  8:  4:  2:  1. 
Assume  the  utility  of  oranges  to  members  of  all  the  groups  to 
be  as  in  the  first  problem.  Then  under  conditions  of  equal 
income  seventeen  oranges  woidd  be  taken  at  5  cents,  thirty- 
four  at  4  cents,  and  so  on,  as  shown  by  the  double  line,  PX, 
in  Figure  2.  If  under  equal  distribution  each  person  has  an 
income  of  x  cents,  then  when  the  incomes  are  redistributed 
in  the  assumed  proportions,  each  person  in  group  A  will  have 
4x  cents;  in  group  B,  2x  cents;  in  group  C,  z  cents;  and  in 
group  D,  ^x  cents.  From  this  we  may  construct  the  demand 
schedule  on  p.  316. 

The  last  column  of  this  demand  schedule  is  represented  by 
the  full  line  steps  YX,  in  Figure  2,  the  letters  A,  B,  C,  D, 
indicating  the  recipients  of  successive  oranges.  If,  now,  we 
multiply  each  money  payment  of  A  by  J,  of  B  by  i,  of  C  by  1, 
and  of  D  by  2,  we  can  construct  the  utility  "  curve  "  shown 
by  the  dotted  line,  PX.  As  in  the  former  case  it  will  be 
noted  that  under  conditions  of  unequal  incomes  marginal 
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Tablb  IV 
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AU         EM>h        AU            Whole 
C*s           D           D's       Communitr 
take       takes      take           takes 
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4 

8 

6 

4 

3 

6 

10 

5 

4 

3 

6 

1 

4 

14 

4 

5 

4 

8 

2 

8 

21 

3 

5 

4 

8 

3 

12 

25 

2* 

5 

4 

8 

3 

12 

1         ) 

LO            35 

2 

5 

5 

10 

4 

16 

2        20            51 

1* 

5 

5 

10 

4 

16 

3         30            61 

1 

5 

5 

10 

5 

20 

4        40            75 

* 

5 

5 

10 

5 

20 

5         50            85 

ots. 

Oranges 

utility  may  increase  as  well  as  diminish  with  successive  incre- 
ments of  supply.  The  total  utility  is  shown  by  the  area 
below  the  double  line,  PX,  when  incomes  are  equal;  or  below 
the  dotted  line,  PX,  when  incomes  are  unequal.  Compu- 
tations of  these  areas  jdeld  the  schedule  on  p.  317. 

As  before  it  will  be  noticed  that  between  one  orange  and 
satiety  the  total  utility  is  in  general  greater  for  equal  than  for 
unequal  distribution  of  incomes. 

We  have  assumed  that  the  same  kind  of  goods  (oranges)  are 
consumed  whether  incomes  are  equal  or  imequal.  This  woidd 
probably  not  be  true  in  life.  When  incomes  are  unequal, 
altho  A  would  give  20  cents  for  his  first  orange  rather  than  go 
without  it,  he  would  probably  prefer  to  give  20  cents  for 
something  having  a  higher  utility  than  an  orange  (say  a  grape 
fruit)  which  was  before  inaccessible  but  now  becomes  acces- 
sible because  of  his  greater  purchasing  power.  In  like  manner 
each  D,  if  the  price  of  an  orange  were  beyond  his  purchasing 
power,  would  probably  take  something  of  less  utility,  but 
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Tabu  V 
Onnfw  ,       Total  Utility 


offetwl 

Equal  distributioii 

UiiequiadMtr 

1 

6 

6 

2 

10 

9 

3 

16 

12 

6 

26 

22 

8 

40 

32 

10 

50 

38 

14 

70 

68 

21 

101 

79 

25 

117 

91 

35 

156 

141 

61 

204 

191 

61 

224 

221 

76 

245 

246 

86 

266 

266 

cheaper  (say,  an  apple).  Inequality  of  incomes,  therefore, 
leads  to  the  production  of  types  of  goods,  covering  a  greater 
range  of  expensiveness  than  equality  of  incomes. 

Again,  the  objection  may  be  made  to  the  above  method  of 
analysis  that  as  a  person  spent  his  money  its  marginal  utility 
would  increase  and  that  therefore  it  would  be  inaccurate  to 
multiply  the  utility  of  successive  oranges  by  a  constant 
derived  from  the  marginal  utility  of  money,  to  find  what  a 
person  would  spend.  This  is  a  matter  of  psychology.  The 
objection  would  be  valid  if  we  consider  each  person  as  starting 
with  an  unreplenishable  fimd  which  he  is  steadily  depleting. 
If,  however,  we  consider  the  money  as  an  income  received 
in  instalments  contemporaneously  with  the  spending  the 
objection  would  be  covered.  In  the  ca49e  of  incomes  received 
by  the  week  or  month  the  matter  is  largely  one  of  individual 
psychology.  To  some  persons  the  utility  of  a  dollar  seems 
about  the  same  during  the  entire  interval  between  successive 
instalments  of  income.  To  others  undoubtedly  a  dollar 
seems  much  more  precious  towards  the  end  of  the  month  than 
immediately  after  pay  day. 

Considerations  such  as  these  must  undoubtedly  preclude 
the  hope  of  attaining  mathematical  precision  in  applying  our 
analysis  to  real  life.  Indeed,  such  precision  cannot  be  expected 
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from  any  analysiB  of  so  ideal  and  personal  a  thing  as  psychic 
income.  The  mathematical  method,  however,  is  often 
valuable  in  helping  us  to  perceive  and  grasp  a  truth  even 
where  its  results  are  not  to  be  taken  too  lit^aUy;  and  no 
more  is  hoped  for  it  iq  the  present  instance. 

Philip  G.  Wright. 
Habvabd  UiavBBsmr. 
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THE  CARNEGIE  fflSTORIES  OF  COMMERCE 
AND  OF  MANUFACJTURES^ 

Studentb  of  American  economic  history  have  awaited 
i?ith  eagerness  the  publication  of  the  investigations  made 
mider  the  auspices  of  the  Carnegie  Institution  of  Washington 
into  our  past  economic  life.  It  was  thirteen  years  ago  that  the 
plans  for  the  eleven,  later  twelve,  "  divisional  "  studies  were 
laid.  Men  qualified  for  the  tasks  were  then  chosen  to  super- 
vise the  formulation  of  these  studies,  and  work  was  begun  in 
1904.  But,  as  Professor  Famam  writes  in  the  introductory 
note  to  the  volumes  on  commerce, "  work  of  this  kind  is  slow 
at  best,  and  the  completion  of  divisional  volimies  has  been 
retarded  in  many  cases,  not  only  by  the  demands  made  upon 
the  collaborators  to  undertake  other  responsibilities,  but  also 
by  special  mishaps."  The  first  study  to  be  issued  of  these 
"  Contributions  to  American  Economic  History,"  as  the  series 
is  to  be  called,  was  the  History  of  Domestic  and  Foreign 
Commerce  of  the  United  States  (1915),  in  two  volumes, 
some  seven  himdred  pages  in  all,  prepared  under  the  guidance 
of  Professor  Emory  R.  Johnson.  This  has  been  followed 
(1916)  by  an  instalment  of  about  the  same  bulk,  altho  pub- 
lished in  a  single  volume,  on  the  History  of  Am>erican  Manu- 
factures, written  wholly  by  Dr.  Victor  S.  Clark  and  covering 
the  period  1607  to  1860.  Such  studies,  attempting  to  carry 
further  than  ever  before  a  systematic  investigation  of  our 
commercial  and  industrial  history,  and  sustained  by  the 
resources  of  the  Cam^e  Institution,  deserve  the  closest 

>  E.  R.  Johnson  and  ooUaboraton,  History  of  Domeetio  and  Foreign  Commerce 
ti  the  United  States,  roll,  i  and  ii,  Washington,  Carnegie  Institution  of  Washington, 
1915p  2  vols.p  pp.  363, 398.  Victor  8.  dark.  History  of  Manufactures  in  the  United 
States.  1007-1860,  Washington,  Carnegie  Institution  of  Washington,  1916,  pp.  676, 
(with  an  Introductory  Note  by  Henry  W.  Famam). 
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attention  of  all  economic  students.  Future  numbeiB  in  the 
series  should  be  scrutinized  no  less  carefully.  The  contribu- 
tions represent  the  endeavor,  under  the  beet  auspices,  to 
present  American  economic  history  in  its  principal  aspects. 

The  History  of  Domestic  and  Foreign  Commerce  of  the 
United  States,  to  which  Professor  Johnson's  name  is  attached, 
is  avowedly  the  work,  not  of  that  scholar  alone,  but  of  others 
as  well.  He  states  in  the  preface  that  when  undertaking  the 
task  in  1904  he  had  intended  to  write  the  whole.  He  found 
it  impossible,  however,  to  carry  out  this  plan,  and  secured 
the  assistance  of  Drs.  T.  W.  Van  Metre  and  G.  G.  Huebner, 
of  the  University  of  Pennsylvania,  and  of  Dr.  D.  S.  Hanchett, 
formerly  connected  with  that  institution.  The  division  of 
woric  among  these  collaborators  is  roughly  as  follows:  Pro- 
fessor Johnson  himself  wrote  the  earlier  chapters,  dealing 
primarily  with  the  colonial  period;  Dr.  Van  Metre  covered 
the  parts  on  internal  commerce,  coastwise  trade,  and  on 
the  fisheries;  Dr.  (now  Professor)  Huebner  was  author  of  the 
part  on  foreign  trade  since  1789;  and  Dr.  Hanchett  was 
author  of  the  final  section,  concerned  with  government  aid 
and  conunercial  policy.  Volume  I  contains  the  parts  on 
colonial  conunerce,  internal  commerce,  and  coastwise  trade; 
and  Volume  II,  those  on  foreign  trade  since  1879,  the 
fisheries  during  the  same  period,  and  government  aid  and 
commercial  policy.  A  glance  at  these  titles,  or  better  a  brief 
inspection  of  the  chapter  headings,  discloses  the  wide  scope 
of  the  work. 

Still  wider  appears  the  scope  upon  perusal.  Matters  as 
diverse  as  the  commercial  companies  that  sent  out  the  first 
colonists  and  the  present  organization  of  the  consular  service, 
the  development  of  the  oyster  culture  and  the  expanding 
basis  of  our  export  trade  —  all  find  place.  The  purpose 
seems  to  have  been  to  give  as  comprehensive  and  serviceable 
an  account  as  possible.  The  commercial  aspects  of  the 
colonial  era  have,  indeed,  been  studied  before,  and  have 
hitherto  had  in  fact  more  than  their  share  of  attention;  but 
our  external  or  domestic  trade,  our  fisheries,  governmental 
assistance   and   commercial   policy,   have   never  had   the 
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extended  treatment  here  given.  Monographic  or  briefer 
studies  (Day,  McFarland,  Tower,  and  others)  may  well  for 
some  purposes  be  superseded.  It  is  these  formulations  upon 
the  main  divisions  of  our  commercial  history  that  give  the 
work  its  greatest  value.  They  should  be  of  considerable 
utility  to  the  general  reader,  and  may  perhaps  serve  in  some 
measure  as  divisional  ground-plans  for  the  more  stable 
structure  which  sometime  must  be  built.  The  adequacy  of 
these  plans  will  later  be  taken  into  account. 

True,  some  distinct  contributions  are  made.  On  certain 
matters  information  hitherto  not  readily  available  or  digested 
is  put  within  reach.  In  the  study  of  the  fisheries,  Dr.  Van 
Metre  has  passed  the  bounds  of  McFarland's  book  in  some 
respects.  He  considers  not  merely  the  fisheries  of  the  New 
England  coast  and  northward,  but  also  those  of  the  southern. 
Gulf,  and  Pacific  coasts  and  fishing  grounds.  He  brings  into 
correlation  with  the  earlier  narrative  such  recent  material  as 
the  Census  Report  on  Fisheries  of  1908.  The  discussion  of  the 
Alaskan  seal  fisheries  also  contains  much  that  is  new,  and 
the  chapter  on  fisheries  as  an  international  question  gives  a 
good  summary  of  the  arbitration  proceedings  both  in  rela- 
tion to  the  North  Atlantic  coast  fisheries  and  the  fur  seals. 
On  the  whole,  so  far  as  original  contribution  is  concerned, 
this  section  is  the  best  in  the  two  volumes.  Comparing 
favorably  with  it,  however,  is  the  concluding  part  on  govern- 
ment aid  and  commercial  policy,  written  by  Dr.  Hanchett. 
The  treatment  of  the  recent  history  of  the  consular  service 
18  good,  and  the  portions  on  the  improvement  of  rivers  and 
harbors,  while  general  and  sketchy,  hold  some  new  material. 
In  the  remaining  fields,  the  formulation  of  the  rather  brief 
history  of  the  coastwise  trade  is  done  with  most  originality. 
The  analysis  of  the  laws  protecting  and  regulating  coast- 
wise shipping  and  the  superficial  analysis  of  intersectional 
exchange  are  better  than  what  has  before  been  brought 
together. 

In  making  a  just  estimate  of  the  volumes,  however,  it  is 
necessary,  I  believe,  to  consider  more  than  the  contents  as 
they  stand.    One  should  bear  in  mind  the  ideals  of  scholarly 
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work.  One  should  take  into  account,  further,  the  circum- 
stances under  which  the  volumes  were  prepared  and  the 
period  over  which  that  preparation  extended.  Aid  was  given 
in  their  elaboration  by  the  Carnegie  Institution;  and  they 
are  supposedly  the  fruition  of  some  ten  years'  prolonged,  if 
interrupted,  labor.  Judged  merely  on  the  basis  of  scholarly 
method,  the  volumes  would  fare  none  too  well.  Judged  by 
the  more  adequate  standard  of  scholarly  method  in  conjimc- 
tion  with  the  other  circumstances,  they  must  be  rated  as 
falling  far  short  of  full  measure. 

Throughout  the  volumes,  there  is  a  tendency  to  use  readily 
available  material,  often  secondaiy  sources.  Some  of  the 
latter  (and  of  these  the  use  is  acknowledged)  might  indeed  be 
legitimately  utilized,  since  they  were,  to  some  extent,  assisted 
in  their  composition  by  the  Carnegie  Institution  itself. 
In  point  of  fact,  they  are  used  freely:  such  as  Professor 
Giesecke's  Uttle  book  on  American  Commercial  Legislation 
before  1789,  Dr.  Tower's  History  of  the  Whale  Fisheries, 
Professor  J.  R.  Smith's  Organization  of  Ocean  Commerce  and 
his  Ocean  Carrier,  and  Dr.  C.  L.  Jones's  Consular  Service  of 
the  United  States  (1907).  But  these  works  had  been  ab-eady 
given  to  the  public,  and  their  utilization  meant  merely 
restatements  of  greater  or  less  extent.  Other  works  whose 
use  is  acknowledged,  and  which  may  have  been  assisted  by 
the  Institution,  are  unpublished.  Tbese  include  an ''  elabo- 
rate" and  as  yet  unpublished  account  of  the  foreign  trade  of 
the  United  States,  prepared  by  Professors  S.  S.  and  G.  G. 
Huebner;  a  history  of  the  coastwise  trade,  by  Professor 
Thomas  Conway;  and  a  history  of  the  fisheries  of  the  United 
States  outside  of  New  England,  written  by  Dr.  W.  S.  Tower 
in  1906  and  1907  (i.  e.,  before  the  publication  of  such  valu- 
able material  as  the  Census  Report  on  Fisheries  of  1908). 
In  other  portions  of  the  work,  the  bulk  of  the  information 
seems  to  have  been  drawn  from  sources  which,  if  not  second- 
ary, are  at  least  readily  available  and  require  no  real  research. 
Fo)r  example,  McFarland's  New  England  Fisheries  and  Du- 
Bois's  Suppression  of  the  Slave  Trade  form  the  basis  of 
chapters  or  parts  of  chapters,  while  among  sources  readily 
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at  hand  should  be  mentioned  Pitkin  and  Seybert,  Census  and 
other  governmental  publications  of  a  statistical  character, 
and  the  series  of  reports  on  various  phases  of  domestic  trade 
which  appeared  in  the  Monthly  Summary  of  Commerce  and 
Finance  in  1899-1901.  Taken  as  a  whole,  the  work  siiffers 
from  a  lack  of  independent  research  and  constructive  inter- 
pretation. It  will  be  noted  that  the  contributions  spoken  of 
above  are  in  the  main  concerned  with  secondary  matters,  the 
fisheries  and  governmental  activity.  Our  first  interest  is,  of 
course,  in  the  histories  of  the  foreign  and  domestic  trades. 
In  these,  if  we  except  the  compilation  of  readily  available 
statistics,  and  especially  if  we  exclude  the  partial  offerings  on 
the  coastwise  trade,  little  new  is  to  be  found.  In  general,  the 
work  is  of  the  sort  which  an  investigator  or  compiler  working 
alone  and  unaided  might  have  put  together,  not  such  as  to 
exhibit  fruition  of  some  ten  years'  subsidized  endeavor. 
Where  the"  going  "  appears  easy  or  the  way  has  been  marked 
out,  there  the  exposition  proceeds  apace;  where  original 
investigation  is  necessary,  there  it  halts.  This  is  not  the  type 
of  product  anticipated  from  the  great  undertaking,  and  so  ia 
disappointing.^ 

Tlie  work  as  a  whole  suffers  also  from  the  very  method  of 
its  composition.  All  collaboration  is  difficult;  but  in  this 
case  the  gains  from  collaboration  hardly  outweigh  the  evils. 
It  will  suffice  to  suggest  a  few  points.  The  subject  matter  is 
divided  longitudinally,  as  it  were;  one  reads  the  entire  history 
of  the  internal  trade  since  1789,  and  then  retraces  the  years 
for  a  view  of  the  foreign  commerce.  At  the  beginning,  it  is 
true,  an  attempt  is  made  at  crossHsection  work,  at  division  by 
chronological  periods,  when  two  chapters,  one  on  the  fisheries 

>  In  marked  oontrast  to  the  methods  employed  in  this  history  are  those  used  by 
Professor  Isaac  Lippinoott  in  his  recent  m6no8raph  oaUed  the  Internal  Trade  of  the 
United  States,  1700-1860,  published  in  the  Washincton  University  Studies.  The  title  is» 
in  fact,  misleading.  It  is  a  histoiy  of  commerce  in  the  Mississippi  valley.  The  mono- 
graph is  excellent.  It  is  thoro  and  represents  scholarly  research ;  it  is  well  documented; 
and  it  makes  real  contributions,  eqpedally  in  tracing  the  rise  of  trade  centers.  It  is  to 
be  hoped  that  Plrofessor  lippincott,  having  extended  his  researches  from  his  earlier 
qweial  studies  (one  of  whidi.  The  History  of  Manufactures  in  the  Ohio  Valley  up  to 
1800,  he  wrote  with  the  assistance  of  the  Carnegie  Institution)  to  this  fairly  broad  thesis, 
will  be  able  to  advance  further  until  we  have  a  really  thorogoing  histoiy  of  our 
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and  one  on  the  coastwise  traffic  of  that  period,  are  included 
in  the  part  on  colonial  commerce.  But,  fcH:  the  period  after 
1789,  this  plan  is  abandoned.  Some  attempts  are  then  made 
to  tie  together  interdependent  sections  of  the  work;  but  they 
are  either  incompletely  done  or  necessitate  much  repetition. 
Thus,  the  economic  development  of  the  United  States  since 
the  Civil  War  is  dealt  with  in  the  part  on  internal  trade, 
receiving  little  or  no  attention  in  the  part  on  foreign  trade. 
A  conspicuous  eicample  of  repetition  appears  in  the  treat- 
ment of  governmental  activity  as  regard  conmiercial  treaties 
and  aids  to  shipping.  Chapter  30,  written  by  Professor 
Huebner,  on  commercial  treaties  of  the  United  States,  deals 
primarily  with  general  and  special  trade  agreements,  but  also 
with  shipping  and  navigation  treaties;  chapter  39,  by  Dr. 
Hanchett,  on  the  policy  of  the  United  States  towards  ship- 
ping and  ship-building,  has,  of  course,  also  to  include 
reciprodty  agreements  as  weU  as  other  governmental  assist- 
ance; and  the  final  chapter,  entitled  Tari£F  Provisions  Con- 
cerning the  Shipping  and  Foreign  Trade  of  the  United  States 
and  written  by  Professor  Huebner,  contains  largely  repeti- 
tious material  both  on  trade  treaties  and  shipping  agreements. 
Indeed,  there  seems  to  be  Uttle  more  justification  for  the 
insertion  of  this  last  chapter,  instead  of  distributing  such  new 
points  as  are  in  it  to  their  proper  place  than  that  it  enables 
Professor  Huebner  to  reprint  (with  certain  additions  to  bring 
it  to  date,  but  to  a  large  extent  verbatim)  an  article  published 
in  the  Annals  of  the  American  Academy  for  May,  1907. 

Again,  when  repetition  becomes  necessary  on  account  of 
the  plan  of  the  work,  varying  interpretations  occur.  For 
example:  Professor  Johnson,  in  discussing  English  colonial 
policy,  writes  (vol.  i,  p.  49), "  The  laws  for  the  restriction  of 
the  manufacture  of  woolen  goods,  hats,  and  iron  products, 
were  successful,  but  the  efiFects  could  scarcely  have  been 
important.  The  colonists  could  not  have  made  woolens  in 
competition  with  England  either  for  export  to  Europe  or  for 
the  intercolonial  trade;  nor  would  the  manufactures  of  hats, 
if  unrestricted,  have  had  much  development."  Dr.  Van 
Metre,  however,  in  giving  reasons  for  tiie  small  growth  of 
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ooastwise  traffic  in  the  same  period,  ascribes  it  in  part  to  the 
prdiibitions  on  manufactures  (vol.  i,  p.  169) :  '^  Boston  would 
unquestionably  have  been  the  center  of  a  considerable  coast- 
wise trade  in  domestic  woolens,  had  it  not  been  for  the  repres- 
sive policy  of  England.  The  hat-making  industry  of  the 
northern  colonies  was  also  restricted,  and  as  a  consequence 
there  was  little  trade  in  colonial  manufactures."  In  another 
case,  Professor  Huebner  and  Dr.  Van  Metre  are  in  dis- 
agreement. The  one  (vol.  ii,  p.  40),  stresses  the  poor  trans- 
portation facilities,  as  ''  a  powerful  obstacle  to  the  ready 
movement  of  imports  and  exports  "  during  the  period  1815 
to  1830;  while  the  other  emphasizes  improvements  in  trans- 
portation in  that  period  (vol.  i,  pp.  213, 220)  and  adduces  the 
small  increase  of  imports  diuing  the  decade  of  the  twenties  as 
evidence  of  the  commencement  of  a  tremendous  expansion 
of  domestic  trade"  (p.  222).  Discrepancies  of  this  kind 
would  not  have  as  much  weight,  were  there  countervailing 
gains  from  the  collaboration.  Such,  however,  are  not 
observable.  There  is  no  gain  in  intensity  of  investigation  or 
in  interpretative  insight. 

Matters  of  internal  arrangement  call  for  attention.  It  is 
open  to  question,  for  example,  whether  the  account  of  the 
fisheries  might  not  better  have  formed  a  separate  mono- 
graphy  even  tho  still  included  in  this  ''  divisional "  treatise 
and  prepared  imder  Professor  Johnson's  supervision.  Except 
in  the  colonial  era  —  where  a  special  chapter  on  the  subject 
is  incorporated  in  that  part  of  the  work  and  some  comment 
is  made  on  the  West  Indies  trade  —  the  history  of  the 
fisheries  is  nowhere  linked  either  with  internal  or  foreign 
commerce.  No  doubt,  it  fits  as  well  into  the  study  of  com- 
merce as  into  any  other  of  the  divisional  groups:  but  the 
attempt  to  incorporate  it  as  an  integral  part  of  a  study  of 
conunerce  seems  a  mistake.  The  authors,  too,  seem  to  have 
realized  its  anomalous  position.  In  general,  everything 
regarding  government  assistance  to  this  industry,  inter- 
national agreements  concerning  it,  and  internal  trade  in  its 
products,  is  kept  distinct  from  the  discussions  of  these  sub- 
jects in  relation  to  commerce  as  a  whole.    Everything  in 
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regard  to  fisheries,  except  for  the  colonial  period,  is  placed  in 
the  part  devoted  to  American  fisheries  since  1789.  Had  the 
authors  carried  their  views  to  the  logical  conclusion,  they 
would  have  relegated  this  part,  with  the  chapter  on  the 
colonial  period,  to  the  close  of  the  second  volume,  and  changed 
the  title  of  the  whole  to  a  **  History  of  the  Domestic  and 
Foreign  Commerce  and  of  the  Fisheries  of  the  United  States." 

On  the  other  hand,  cleavage  is  in  another  relation  carried 
too  far.  The  ''  coastwise  "  and  the  **  internal "  commerce 
are  in  reality  but  branches  of  the ''  domestic  "  trade,  and  of 
course  should  not  be  separated  into  individual  parts.  No 
good  reason  can  be  found  for  such  division.  In  fact,  the 
author  of  both  sections.  Dr.  Van  Metre,  foimd  it  impossible 
at  times  to  keep  the  two  wholly  within  the  compartments 
where  they  were  placed.  Note,  for  example,  the  domestic 
movement  of  cotton  (vol.  i,  pp.  247,  251,  281). 

Certain  other  cases  of  objectionable  arrangement,  tho  of 
less  importance,  should  be  mentioned:  the  chronological 
division  of  our  conunercial  history,  foreign  and  domestic,  at 
the  year  1900;  the  separation  of  the  chapter  on  commercial 
treaties  from  the  part  on  government  aid  and  conmiercial 
policy;  and  the  insertion  of  appendices  and  bibliography  on 
the  colonial  period,  not  only  in  the  middle  of  a  volume,  but 
between  chapters  of  a  part.^  Of  these,  of  course,  the  first  is 
most  important.  Undoubtedly,  something  may  be  said  for 
the  year  1900  as  a  dividing  point,  especially  in  view  of  the 
material  at  hand  in  the  reports  of  internal  trade,  which 
appeared  in  the  Monthly  Summary  of  Commerce  and  Finance, 
as  above-mentioned.  Yet  the  choice  of  1900  is  not  strongly 
defended  in  the  work  itself.  Of  the  internal  commerce,  it  is 
said  (vol.  i,  p.  318) :  ''  The  general  character  of  the  internal 
commerce  of  the  United  States  diuing  the  opening  decade 
of  the  twentieth  century  showed  but  little  change;"  and  of 
the  foreign  trade  (vol.  ii,  p.  86)  while  there  has  been  \a 
"  extraordinary  growth,"  ..."  the  conditions  existing  dur- 
ing the  closing  years  of  the  nineteenth  century  foreshadowed 

1  It  might  be  furtlier  asked,  what  la  the  map  on  the  Panama  Canal  routes  doint 
alone  and  neglected  7  It  is  inserted  (vol.  ii,  opposite  p.  120)  and  is  not  referred  to  in 
the  text,  whioh  deals  with  tramp  and  line  traffio. 
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many  of  the  changes  which  have  since  occurred."  The  year 
1890  would  seem  on  the  whole  more  significant.  The  changes 
which  then  began  in  the  character  of  our  exports  and 
imports,  the  initiation  of  governmental  regulation,  both  of 
transportation  and  combination,  and  the  reconstruction  of  our 
manufactures  under  the  stress  of  combined  depression  and 
first  low  tariff  after  the  Civil  War  —  these  all  point  to  the 
earlier  date. 

Disproportionate  assignment  of  space  sometimes  occurs. 
A  conspicuous  case  is  to  be  foimd  in  the  chapter  on  the  trade 
with  our  non-contiguous  possessions,  which  receives  a  share 
of  attention  based  on  a  popular  rather  than  a  scientific  con- 
sideration of  its  importance.  How  much  space  would  have 
been  granted  it,  had  these  coimtries  not  happened  to  belong 
to  the  United  States  7  It  occupies  in  fact  nearly  as  many 
pages  as  the  discussion  of  our  foreign  trade  from  1860  to  1900; 
while  the  foreign  iron  and  steel  trade  during  this  period 
receives  less  space  than  the  trade  of  the  last  fifteen  years  with 
Porto  Rico. 

Finally,  omissions  and  inadequacies  bulk  laige.  There  is 
an  ahnost  entire  lack  of  study  into  the  qualities  in  commerce, 
that  is,  into  the  kinds  and  grades  of  commodities  appearing 
in  trade  movements.  As  a  result,  silk  goods  and  glassware 
are  treated  as  if  at  least  as  homogeneous  as  wheat  or  coal,  and 
no  adequate  attempt  is  made  to  explain  the  import  and  export 
of  the  same  group  commodity  —  say,  cotton  fabrics.  Again, 
no  sufficient  mention  is  made  of  the  technique  of  fishing,  such 
38  the  improvements  of  vessels  and  of  fishing  equipment. 
C(»nparatively  little  notice  is  given  to  the  competition  of 
various  ports  in  more  recent  times,  with  the  problems  of 
differentials  and  port  facilities;  altho  for  the  earlier  period 
the  relation  between  competitive  coastal  cities  and  the 
development  of  transportation  facilities  is  pointed  out. 
More  serious  than  any  of  these,  is  the  omission  of  any  suffi- 
cient treatment  of  marketing.  Altho  the  chapters  denomi- 
nated the  Organization  of  Ck)mmerce,  as  regards  both 
domestic  and  foreign  trade,  contain  much  that  is  important 
to  the  study  of  commerce,  such  as  the  development  of  com- 
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munication  and  transportation,  banking  and  marine  insur- 
ance, they  ignore,  for  the  most  part,  subjects  that  are  equally 
pertinent,  such  as  the  rise  and  changes  in  collective  and 
distributive  centers,  the  growth  of  standardization,  and 
especiallytheformulationof  our  present  sales  structure.  The 
whole  subject  of  marketing  methods,  with  the  exception  of 
produce  exchange  and  foreign  export  operations,  is  dismissed 
with  the  easy  phrase,  that''  it  will  be  unnecessary  to  discuss '' 
these  matters  (vol.  i,  p.  300). 

In  sum,  it  may  well  be  questioned  whether  the  advantages 
and  contributions  of  the  work  will  enable  it  to  siurvive  the 
damaging  influence  of  its  defects.  Tho  it  may  be  the  fullest 
account  of  our  commercial  history  that  we  have,  yet  its  value 
is  diminished  by  the  indifferent,  and  in  places  even  poor, 
quality  of  its  composition,  and  by  the  considerable  gaps  in  the 
outline.  The  presentation  of  certain  new  material  is  no  doubt 
of  importance;  but  the  general  character  of  the  volumes, 
with  their  inadequate  documentation  and  their  great  reliance 
on  secondaiy  and  readily  available  somrces,  lowers  the  total 
worth.  Especially  are  they  disappointing  as  the  outcome  of  a 
decade  of  preparation  combined  with  the  assistance  of  the 
Carnegie  Institution.  They  would  seem  to  represent  the 
labor  of  perhaps  a  year  or  so,  not  of  ten  years.  Indeed, 
there  are  unmistakable  evidences,  in  parts,  of  hasty  com- 
position, particularly  in  relation  to  the  English  colonial 
policy.  Thus,  it  is  said,  (vol.  i,  p.  86)  that  indigo  was  never 
*'  eniunerated  "  during  the  colonial  period.  Nor  does  Pro- 
fessor Johnson  always  give  the  same  interpretation  of  this 
policy.  He  writes  in  one  place  (vol.  i,  p.  107)  that ''  it  is 
well  ...  to  remember  that  the  piupose  of  the  mother 
country  was  to  foster  as  well  as  to  regulate  and  tax  the  com- 
merce of  the  colonies; "  but  in  a  few  pages  (p.  123),  he  falls 
into  the  old  fallacy  that  "  the  Revolution  was  caused  prim- 
arily by  the  mercantile  policy  by  means  of  which  Great 
Britain  sought  to  monopolize  the  trade  of  her  colonies  for  the 
benefit  of  the  people  at  home." 

The  value  of  the  work  as  a ''  contribution  "  to  American 
economic  history  must  be  set  down  as  doubtful.    It  does  not 
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come  up  to  the  ideals  of  Bcholarship.  Little  analytical  or 
constructive  acumen  is  manifested.  The  best  that  can  be 
done  is,  periiaps,  to  cull  from  it  the  additions  which  it  does 
make  to  our  stock  of  information,  for  the  first-rate  hi3tory  of 
our  domestic  and  foreign  commerce  which  is  yet  to  be 
written. 

The  History  cf  Manufactures  in  the  United  States  from  1607 
to  1860|  written  by  Dr.  Victor  S.  Clark,  is  in  most  respects 
different  from  the  work  ahready  reviewed.  Outwardly  and 
inwardly  the  two  are  dissimilar.  They  differ  in  externals:  Dr. 
Clark's  book  would  have  made  two  volumes  of  moderate 
thickness  after  the  fashion  of  the  History  of  Cammerce,  yet 
is  published  in  a  single  ponderous  vdiune  of  somewhat  larger 
page.  One  wondera  if  tdl  the  studies  in  the  series  are  to  vary. 
As  regards  contents,  the  advantage  is  all  with  Dr.  Clark. 
Whereas  the  collaborators  of  the  volumes  on  commerce  were 
content  with  easily  obtainable  material  and  with  a  broad, 
general  account,  he  has  been  satisfied  in  the  main  with 
primary  sources  only  and  has  imdertaken  a  closer,  much 
more  detailed  discussion.  The  thoroness,  the  documenta- 
tion, the  carefully  organized  and  coherent  presentation  of  his 
subject  all  suggest  the  time  and  energy  which  have  been  put 
into  the  book  and  demonstrate  the  scholarship  that  directed 
its  composition. 

The  History  of  Manufactures  manifests  distinctly  the 
gains  from  single  authorship.  The  material  is  dexterously 
made  to  fit  into  its  proper  place  for  the  fulfilment  of  the 
author's  purpose.  The  history  is  divided  into  but  two  main 
sections,  the  chronological  periods  1607-1790  and  1790-1860. 
Within  these  main  sections  are  arranged  cross-section  chap- 
ters, covering  natural  resources,  foreign  influences,  and 
similar  major  sub-divisions.  Under  this  method  of  organiza- 
tion, the  industries  of  the  coimtry  sweep  forward  in  a  body, 
and  the  vicissitudes  of  the  individual  members  are  merged 
into  the  onward  movement  of  the  whole.  It  is  not  a  compila- 
tion of  the  histories  of  individual  industries,  but  a  narration 
of  the  gradual,  steady  advance  of  American  manufactur- 
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ing  enterprise.  And  this  exposition  is  accomplished  with  a 
clarity  and  firmness  of  cohesion  which  only  exceptional 
collaboration  could  have  given. 

Thoroness  of  treatment  is  evident  in  all  phases  of  the  work. 
The  main  cross-sections  include  not  only  examination  of 
natural  resources  and  foreign  influences,  but  also  discussion 
of  the  influence  of  the  tariff,  the  growth  of  transportation 
facilities,  assistance  from  all  forms  of  government,  organiza- 
tion of  industry,  and  technical  progress,  as  well  as  the  more 
usual  accounts  of  the  extent  and  the  geographical  distribution 
of  manufacture.  Particularly  gratifjdng  is  the  appearance 
of  the  chapters  on  technical  progress  and  industrial  organ- 
ization. So  too,  not  only  are  the  more  familiar  manufactures 
dealt  with,  but  also  the  somewhat  neglected  industries,  such 
as  flour-milling  and  distilling,  silverware  and  agricultural 
implements,  machine  tools  and  steam  engines  Special 
notice,  finally,  should  be  given  to  the  bibliographical  richness 
of  the  voliune.  All  published  monographs  and  more  general 
studies,  the  letters  and  writings  of  prominent  men,  the 
archives  of  colonial  and  state  governments,  the  treasures  of 
the  British  Museum,  local  histories,  and  even  the  papers  and 
account  books  of  individual  firms  (it  is  unfortunate  that  Dr. 
Clark  did  not  learn  of  the  wonderful  collection  of  the  Slater 
records,  now  loaned  to  the  Harvard  Library)  —  are  all 
consulted  and  their  evidence  woven  into  the  texture  of  the 
story.  Instructive  appendices  contain  tables  of  prices  for 
such  products  as  pig  iron,  flour,  and  satinets,  and  an  excellent 
bibliography  of  available  sources. 

A  further  point  of  contrast  between  this  volume  and  those 
on  Conunerce  is  to  be  found  in  the  interpretation  of  the 
assembled  facts.  Dr.  Clark's  lines  of  attack  and  his  con- 
clusion are  often  novel  and  usually  suggestive.  Besides  his 
treatment  of  industrial  organization,  which  will  be  discussed 
shortly,  I  have  chosen  for  illustration  a  few  other  points.  His 
discussion  of  the  English  colonial  policy,  in  contrast  to  Pro- 
fessor Johnson's,  is  clear-cut,  coherent,  and  judicial.  In 
keeping  with  it,  his  conclusions  are  sound:  that  "  upon  the 
whole  the  industrial  development  of  the  colonies  was  about 
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where  it  would  have  been  had  their  economic  policies  been 
governed  by  their  own  people.  Natural  influences  were 
vastly  more  important  than  political  policies  in  determining 
that  development "  (p.  30).  Again,  Dr.  Clark  has  followed 
an  interesting  and  important  line  of  inquiry,  when  he  traces 
the  sources  of  the  capital  which  was  invested  in  early  manu- 
factures. The  accumulations  of  mechanics  and  of  the  owners 
of  small  shops  and  mills,  he  finds,  were  used  for  the  up-build- 
ing of  larger  establishments.  Commerce  furnished  another 
source  even  more  considerable.  But  his  final  factor  is  of 
most  interest:  he  writes  that  ''  industrial  capital,  however, 
has  been  its  own  chief  progenitor.  The  high  profits  normally 
enjoyed  by  manufactiu'ers  supplied  a  surplus  for  new  enter- 
prises and  created  confidence  in  their  success  "  (p.  369). 
The  author's  treatment  of  technical  advance  is  likewise  note- 
worthy. While  at  times  he  seems  tempted  to  exaggerate  the 
importance  of  American  inventions,  on  the  whole  he  gives 
foreign  influence  and  advantage  their  due.  His  further  point 
is  novel:  while,  "  as  a  matter  of  history,"  British  industrial 
technique  was  for  a  half  centiuy  "  constantly  so  far  ahead  of 
that  of  the  United  States  that  our  manufactures  alwa3rs  were 
in  the  position  of  learners  from  the  older  country,"  yet  "  no 
featiue  of  this  apprenticeship  .  .  .  was  more  characteristic 
than  the  originality  "  of  the  latter.  ''  This  was  no  period  of 
mere  passive  borrowing  and  painstaking  imitation  of  the 
achievements  of  maturer  industrial  countries.  Foreign 
inventions  were  assimilated  as  readily  as  foreign  populations, 
and  were  speedQy  transformed  into  the  machinery  of  a  truly 
native  system  of  production  "  (p.  262).  Finally,  his  consid- 
eration of  the  tariff  is  gratifying.  He  holds  no  brief  either  for 
protection  or  free  trade.  He  seems  to  attach  more  impor- 
tance to  the  psychological  influence  of  the  tariff  and  to  its 
influence  on  market  stability  than  to  any  other  feature  of  its 
effects.  One  could  hardly  differ  from  his  conclusion:  "  The 
total  effect  of  protection  was  to  encourage  manufactures; 
some  early  outgrew  the  benefits  of  this  influence;  others 
continued  to  be  sustained  solely  by  its  support;  others 
were  more  hampered  than  aided  by  the  complex  of  con- 
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ditioDS  with  which  this  legislation  surrounded  their  opera- 
tions "  (p.  312). 

Such  a  study,  with  its  orderliness,  its  thoroness,  and  its 
stimulating  interpretation  is  what  economists  had  expected 
from  the  Carnegie  Institution  and  from  the  investigators 
chosen  to  represent  it.  It  covers  a  greater  multitude  of 
sources  than  a  single,  unaided  student  could  well  consult; 
and  it  does  the  work  under  thoughtful  organization  and  with 
considerable  imaginative  insight. 

Some  particulars,  however,  seem  to  call  for  comment.  First, 
it  may  be  remarked  that  a  certain  antiquarianism  is  observ- 
able in  the  treatment  of  the  colonial  period,  to  which  con- 
siderably over  a  third  of  the  volume  is  devoted.  A  chapter, 
unlike  any  other  in  the  book,  is  inserted  containing  a  re- 
view of  contemporary  accounts  of  colonial  manufactures. 
More  important  is  the  exaggerated  emphasis  placed  upon 
manufacturing  developments  before  the  Revolution,  and  for 
that  matter  before  the  Embargo  and  the  War  of  1812.  Dr. 
Clark's  formulated  conclusions  as  r^ards  the  colonial  manu- 
factures are  conservative  enough,  as  far  as  they  go.  He  takes 
a  position  midway  between  the  extremists,  the  disdainful 
loyalists  and  exuberant  patriots  whom  he  quotes,  maintjiining 
that  the  country  was  essentially  self  Hsufficient  by  the  time  of 
the  Revolution.  This  is  unquestionably  true;  but  he  neglects 
to  point  out  with  proper  force  that,  barring  a  few  exceptions, 
it  was  a  self-sufficiency  based  not  upon  centralized  production 
and  exchange  but  upon  family  or  strictly  local  production. 
Reading  the  book,  one  feels  that  the  commercial  side  of 
colonial  manufacturing,  the  fortuitous  or  ephemeral  entrance 
of  manufactures  into  trade,  and  the  emergence  of  short-lived 
establishments  are  "  played  up  "  too  much.  The  true  picture 
is  given  elsewhere  by  Dr.  Clark  himself,  when  he  is  speaking 
of  the  b^inning  of  the  next  stage  of  development  (p.  236) ; — 
and  what  he  says  there  would  of  coiuse  be  even  more  true 
of  the  colonial  times.  Despite  some  improvement  in  water 
transportation,  **  land  communication  was  still  expensive  and 
difficult.  Power-using  manufactures  were  dispersed  among  a 
multitude  of  village  water  mills,  thus  proving  their  continued 
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dependence  on  adjacent  materials  and  markets.  The  self- 
subsisting  farm  household  remained  the  typical  economic  unit 
of  rural  America;  and  homespun^  industries  still  supplied  a 
large  part  of  the  nation's  consumption." 

Second,  the  division  of  the  history  of  our  manufactures  at 
the  year  1790,  may  be  brought  into  question.  No  doubt, 
something  may  be  said  for  Dr.  Clark's  position,  but  there 
are,  I  believe,  objections.  During  the  period  from  the  adoption 
of  the  Constitution  to  the  Embaigo  and  War  of  1812,  the 
face  of  the  nation  was  still  turned  toward  the  sea,  interested 
primarily  in  the  hazardous  but  profitable  carrying  trade  of 
those  troubled  times,  and  n^ecting  for  the  most  part 
internal  development.  Indeed,  Dr.  Clark  himself  admits 
(p.  235)  that  ''  in  a  very  real  sense  the  close  of  this  period 
(178&-1815),  rather  than  its  beginning,  marks  the  foundation 
of  our  manufacturing  independence."  Despite  the  advent  of 
Slater  and  the  Scholfields  and  despite  other  similar  signs  of 
coming  change,  it  would  seem  more  accurate  and  satisfac- 
tory to  place  the  real  commencement  of  our  industrial  activity 
in  the  period  of  the  Embargo  and  War.  The  preceding  period 
would  then  be  relegated  to  a  subordinate  place  as  a  time  of 
preparation,  when  a  sufficient  mechanical  equipment  was 
being  introduced  and  spread  through  the  country,  and  when 
capital  was  making  its  first  timid  experiments  with  manu- 
facturing enterprise. 

Another  disputable  point  arises  in  connection  with  Dr. 
Clark's  discussion  of  the  tarifif,  which  on  the  whole  is  so 
sound.  It  is  his  conclusion  that  the  development  of  large- 
scale  production  was  "  one  cause  (and  it  seems,  an  important 
cause)  for  the  political  decline  of  protection  between  1833 
and  1860."  *  As  he  writes  (p.  281):  ''  the  centralization  of 
manufactures  in  large  plants  and  within  limited  areas 
t^minated  the  intimacy  that  existed  between  the  early 
manufacturing  movement  and  the  conotmon  people.    Large 

1  Tbe  tana  *'  hatomfPan  industries  "  is  nnfoitimstely  used  to  sorer  sU  household 
msaiifsetares.   See  p.  885  below. 

*  This  thesb  slso  plsys  sn  importsnt  part  in  the  srtiele  fajr  1>t,  Clark  on  "  Ths 
Inflnsnee  of  Mannfaetnres  upon  Politieal  Sentiment  in  the  United  States  from  1890  to 
IMO,"  pttbUdied  in  the  Amnioan  Histariflal  Bsview  for  Oetober.  1918. 
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corporations  were  no  more  urgent  for  protection  than  smaller 
enterprises.  But  they  represented  to  the  public  a  new, 
strange  and  unwelcome  power  in  the  business  world,  and  long 
before  modem  trusts  were  known  they  were  regarded  as  the 
embodiment  of  monopoly,  with  all  its  attendant  evils."  The 
author's  evidence,  so  far  as  it  has  yet  been  adduced,  con- 
sists of  two  or  three  expressions  from  southern  speakers  or 
memorials,  one  from  Philadelphia  (where,  as  he  later  points 
out,  peculiar  conditions  of  small-scale  production  prevailed), 
and  the  analogy  of  the  opposition  to  the  Second  United  States 
Bank  in  the  early  thirties.  The  last  is,  of  course,  the  only 
valid  point.  The  same  phenomenon,  however,  can  be  found 
at  the  time  of  the  repeal  of  the  First  Bank's  charter;  and 
still  we  have  the  mounting  protection  of  1816-28.  Indeed, 
as  regards  the  only  real  downward  step  in  the  tariff  from  1811 
to  1846,  namely,  that  of  1833,  Dr.  Clark  admits  that ''  this 
sentiment  (as  above  expressed)  was  subordinate  to  political 
expedience."  Thus  it  was  at  least  thirty-five  years  after  the 
first  notable  emergence  of  the  hatred  of  monopoly  before  the 
force  was  really  effective.  By  1846,  moreover,  large-scale 
•establishments  were  of  considerably  long  standing.  On  the 
other  hand,  adequate  explanation  of  that  change  is  to  be 
found  in  the  public  and  Congressional  preoccupation  with 
the  controversies  arising  immediately  from  the  Mexican  War 
and  with  the  complex  which  included  those  controversies, 
the  momentous  slavery  question.  On  the  whole,  if  Dr. 
Clark's  theoiy  be  valid  (and  to  prove  it,  more  evidence  must 
be  brought  forward),  it  is  a  negligible  factor  in  the  interpreta- 
tion of  tariff  changes. 

Fourth,  certain  omissions  are  noteworthy.  The  develop- 
ment of  marketing  facilities  and  organization  is,  as  I  have  said 
above,  a  matter  of  importance  which  should  have  been 
included  mainly  in  the  work  on  commerce.  It  is,  however, 
closely  bound  with  a  histoiy  of  manufactures  also,  and  yet 
does  not  in  this  volume  find  adequate  notice.  As  is  the  case 
with  other  points  in  the  book,  somewhat  more  treatment  is 
given  here  than  in  the  History  of  Commerce.  For  example, 
the  subject  of  auction  sales,  a  form  of  distribution  which 
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caused  early  manufacturers  and  protectionists  much  anxiety, 
receives  brief  consideration  (pp.  241-42  and  358-59).  But 
the  development  of  marketing  methods  as  a  whole  falls 
between  two  stoob,  finding  place  neither  in  commercial  or  in 
industrial  history.  Much  remains  to  be  said  concerning  the 
development  of  the  **  orthodox  "  distributive  organization, 
when,  how,  and  why  it  arose,  and  much  concerning  its  rela- 
tion to  early  manufacturing  enterprise.  Inadequate  also,*  as 
in  the  case  of  the  History  of  Commerce,  is  the  qualitative 
study  of  home  manufacture  and  foreign  importations. 
Something,  to  be  sure,  is  here  said  of  the  character  of  the 
domestic  products  and  occasionally  something  of  the  qualities 
of  the  goods  imported.  But  the  attention  given  these  points 
is  insufficient  and  the  relation  between  the  two  is  not  satis- 
factorily emphasized.  It  is  especially  necessary,  for  example, 
in  dealing  with  the  competition  of  both  with  household 
production  to  understand  clearly  what  each  had  to  offer. 

Finally,  attention  may  be  called  to  Dr.  Clark's  discussion 
of  the  organization  of  industry.  That  he  has  made  it  an 
important  part  of  his  history,  co-equal  with  tariff  changes 
and  the  volume  of  production,  is  indeed  a  step  forward  from 
the  ordinary  treatment.  Yet  certain  exceptions  must  be 
taken  to  his  exposition,  both  as  regards  the  unusual  terms 
employed  and  the  concepts  involved.  He  finds  that  there  have 
been  five  distinguishable  types  of  industrial  organization  in 
the  United  States.  These  he  denominates  severally  home- 
spun, household,  workshop-craft,  mill,  and  factory.  They 
did  not  always  follow  one  another  in  sequence,  for  to  some 
extent,  "  all  stages  of  industrial  development  were  contem- 
poraneous in  America  "  (p.  443).  Yet,  on  the  whole,  as  his 
discussion  shows,  there  was  an  evolution  from  the  homespun 
to  the  factory  form  of  production. 

Some  of  these  types  are  familiar  concepts  under  new  labels. 
For  example,  the  **  homespun  "  stage,  defined  (p.  438)  as 
*'  manufacturing  in  the  family  for  home  use,"  is  recognizable 
as  what  we  usually  call  the  "  household  "  form.  On  the 
whole,  moreover,  the  latter  term  remains  preferable,  since 
Dr.  Clark  is  perforce  led  to  include  within  his  **  homespun  " 
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products,  not  only  the  various  textile  fabrics,  but  also  hard- 
ware, furniture,  shoes,  tools  and  implements  (p.  92).  Second, 
the  author's ''  household  "  stage  is  easily  identified  with  an 
old  friend :  '*  as  soon  as  such  articles  (as  the  above)  entered 
neighborhood  exchange,"  either  as  "  domestic-commercial " 
or  "  foreign-conmiercial,"  their  production  was  under  another 
industrial  form,  the ''  household  "  industry,  which  is  defined 
(p.  438)  as  "  manufacturing  in  the  family  for  outside  mar- 
kets." This,  of  covuBe,  is  our  old  friend,  the  "domestic 
qrstem."  When  Dr.  Clark  comes  to  analyze  this  stage  more 
closely,  he  finds  two  different  forms  of  organization,  tho  both 
with  the  technical  similarity  of  complete  fabrication  within 
the  home  —  namely,  the  manufacture  for  sale  through  the 
medium  of  the  coimtry  store  and  the  putting-out  system,  or 
the  working-up  of  goods  for  a  merchant  manufacturer  who 
furnishes  the  raw  material  and  sells  the  finished  product. 
This  would  rule  out  the  term  "  putting-out  S3^em."  But 
why  he  should  have  thrown  over  the  phrase  "  domestic 
system  "  in  favor  of  a  term  which  has  been  heretofore  applied 
to  an  entirely  different  form  of  organization,  is  inexplicable  — 
especially  when  the  former  is  wholly  adequate  and  has  the 
added  value  which  comes  from  established  usage.  The  third 
form  of  production,  the  "  workshop-craft,"  or  the  "  work- 
shop," differs  in  no  way  from  the  familiar  "  handicraft " 
qrstem.  In  fact,  the  new  term  is  less  comprehensive.  It  does 
not  include  the  itinerant  artisan,  who  was  of  considerable 
prominence  in  colonial  days  and  disappeared  but  slowly.  He 
is  mentioned  by  Dr.  Clark,  yet  is  ignored  in  choosing  the 
group  name.  On  the  whole,  one  cannot  perceive  in  these 
cases  a  betterment  of  our  accepted  nomenclature,  while  for 
the  many  readers  who  are  familiar  with  the  older  names  and 
may  not  carefully  identify  the  various  forms  in  this  analysis, 
some  confusion  is  liable  to  result.^ 

t  It  should  be  noted  in  paasinjc  that  Dr.  Clark's  emphaniii  or  preoccupation  is  with 
the  struotuial  change  in  industxial  form,  which  he  does  not  always  link  with  the  growth 
of  the  market.  As  a  consequence,  he  sometimes  implies  a  growth  of  technical  equipment 
orer  and  above  the  needs  of  the  latter.  Thus  (p.  443)  '*  productive  capacity  (of  the 
handicraft  shop)  rose  until  it  exceeded  the  requirements  of  work  made  to  order,  and 
even  ovetaupplied  local  mercantile  demand;"  and  afterwards  there  "followed  an 
inevitable  development  of  either  the  technical  or  the  mercantile  side  of  the  shop's 
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Most  interest  attaches,  however,  to  the  insertion  of  the 
''mill"  stage,  or  the  ''mill  and  furnace"  industries.  What 
distinguishes  this  form  from  the  other  types  of  organization  7 
Is  it  in  reality  a  separate  stage  in  industrial  development  ? 
No  exact  and  thoro  definition  is  attempted;  but  in  two 
places  the  author  gives  some  explanation.  Thus  (p.  164)  he 
suggests  its  relation  to  the  preceding  stages:  the  term  "  mill 
and  furnace  industries,"  he  writes,  '^  may  be  applied  loosely 
to  all  forms  of  manufacture  not  carried  on  in  the  household 
or  at  the  work-bench."  Of  these  industries,  one  class, 
including  distilling,  cloth-dyeing,  and  tanning,  "  depended 
for  perfection  upon  carefully  observed  processes  rather  than 
upon  manual  skill  or  machinery."  In  another  group,  "  skill 
was  the  main  element,  tho  combined  with  some  use  of  power 
machinery,  as  in  paper-making  and  cloth-finishing,"  while 
occasionally  "  power,  processes,  and  skill  were  combined,  as 
in  iron-making."  But,  if  this  is  the  distinction  between  the 
"  miU  "  and  the  preceding  forms,  what  is  left  to  contrast  it 
with  the  factory  ?  Upon  this  point  Dr.  Clark  touches  most 
clearly  in  speaking  of  the  textile  industries  (p.  447) :  "  It  is 
impossible  to  define  precisely  at  what  point  the  textile  mill 
became  a  factory.  Yet  it  is  obvious  that  little  spinning- 
shops  of  a  few  hundred  spindles  did  not  belong  to  the  same 
class  of  industrial  oiganizations  as  those  of  Waltham  and 
Lowell.  The  question  is  not  one  of  speciaUzation,  for  some- 
times minute  establishments  were  as  fully  specialized  as 
larger  ones;  nor  is  it  a  question  of  ownership,  for  important 
factories  have  belonged  to  individuals;  nor  of  completeness 
of  process,  for  the  hiunblest  undertakers  in  this  field  of 
industry  made  raw  materials  into  finished  cloth;  nor  alto- 
gether of  size,  for  of  two  equally  extensive  establishments 
one  might  possess  the  features  of  a  mill  and  the  other  of  a 
factory.  The  definition  depended  rather  upon  a  combina- 
tion of  equipment  and  organization."  Generally  speaking, 
after  the  acquisition  of  power-weaving,  the  textile  mill 
became  a  factory.    There  was  no  immediate  causal  relation 


It  grew  into  ft  mill,  aad  ultinuttely  into  ft  Iftrger  plant  or  fftotory,  or  else  it 
waft  einbraeed  by  marehant  employers  as  a  subordinate  unit  in  a  wider  system  of 
commeroial  production." 
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between  these  two  facts;  but  usually  plants  devoted  exclu- 
sively to  spinning  were  "  smaller^  more  simply  equipped,  and 
located  in  country  commimities.  They  followed  the  analogy 
of  other  mills  in  being  owned  by  individuals  or  partners  and 
in  their  relatively  less  systematic  administration  of  labor." 
The  particulars  of  the  developed  form  are  discussed  more 
definitely  in  regard  to  the  Boston  Manufacturing  Company, 
founded  in  Waltham  in  1812:  ''  Labor  was  specialized  and 
workers  organized  by  departments.  Wages  were  paid  m 
cash,  output  standardized,  cost  accounting  introduced,  and 
buying  and  selling  systematized  "  (p.  450). 

With  respect  to  other  manufactures,  the  distinction  is  not 
so  clearly  or  fully  stated;  but  on  the  whole  it  follows  the 
same  line.  In  the  woolen  industry,  "  with  the  introduction 
of  water-carding,  woolen  manufactures  entered  the  mill 
stage,"  and  not  imtil  the  decade  of  1820-30,  especially  with 
the  adoption  of  the  Waltham  system  by  the  Middlesex  Com- 
pany of  Lowell  at  the  close  of  the  decade,  was  the  factory 
stage  attained  (p.  453).  The  development,  in  the  second 
quarter  of  the  century,  of  manufactures  "  requiring  the 
mechanical  production  of  uniform  and  interchangeable 
parts,"  such  as  the  watch,  sewing  machine,  and  firearms 
industries,  brought  these  forms  of  metal-working  to  the 
factory  system,  through  "  their  wide  use  of  power-driven 
automatic  machinery,  their  systematization  of  processes, 
and  their  administration  of  labor  "  (p.  454).  Finally,  in  the 
iron  industry,  the  factory  system  was,  it  appears  (p.  456), 
attained  when,  soon  after  1830, ''  the  technical  transforma- 
tion of  this  industry  with  the  introduction  of  puddling 
and  coal-smelting,  and  its  commercial  transformation  with 
the  growth  of  railways,  made  large  plants  possible  and 
economical." 

Such  is  the  character  of  the  ''  mill "  stage,  and  such  the 
features  supposed  to  distinguish  it  from  the  preceding  and 
succeeding  forms.  We  may,  then,  return  to  our  second  ques- 
tion —  is  it  clearly  discernible  as  a  separate  stage  in  indus- 
trial development?  To  this  we  must  return  a  firm  n^ative. 
The  indices  by  which  Dr.  Clark  would  distinguish  the  mill 
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from  the  preceding  forms  are  not  decisive.  Yet  certain 
inference  may  be  drawn  from  them.  The  fact  that  the  work 
was  performed  neither ''  in  the  household  nor  at  the  work- 
bench "  and  the  fact  that  "  power  machinery  "  and  "  care- 
fully observed  processes  "  were  important  in  mill  operations 
would  indicate  that  the  criteria  of  a  "  factory  "  were  there 
satisfied.  These  criteria  may  be  stated  as  the  labor  of  persons 
outside  their  homes,  at  hours  fixed  and  under  discipline 
imposed  by  an  entrepreneur.  There  is  agreement  manifestly 
upon  the  first  portion  of  the  definition;  and  surely  an  estab- 
lishment operating  power  machinery  or  carr3dng  out  definitely 
formulated  processes  is  improbable,  almost  unthinkable, 
without  fixed  working  hours  and  some  measure  of  discipline. 
On  the  other  hand,  ^e  di£ference  between  a  ''  mill "  and  a 
"  factory,"  under  Dr.  Clark's  interpretation,  is  clearly  only 
a  di£ference  of  degree.  Specialization  of  labor,  cash  payment 
of  wages,  standardization  of  product,  completeness  of 
mechanical  equipment  are  no  one  of  them  essential  features 
of  the  factory.  In  short,  the  author's  fourth  stage  falls  by 
the  board. 

Dr.  Clark  has  called  our  attention,  however,  to  an  impor- 
tant point  and  has  made  thereby  a  contribution  to  the  analysis 
of  American  industrial  history.  The  '^  mill,"  tho  not  a  sepa- 
rate industrial  form,  is  undoubtedly  a  subdivision  of  a  true 
form,  that  of  the  factory.  Miss  Hazard,  in  her  discussion  of 
the  boot  and  shoe  industry,^  found  it  necessary  to  separate 
the  "  domestic  "  or  "  putting-out "  system  into  several  sub- 
stages,  altho  we  have  too  often  thought  of  it  as  possessing  a 
single,  fixed  character.  Now  Dr.  Clark  has  pointed  out  that, 
at  least  in  America,  we  must  make  a  subdivision  of  the  factory 
stage.  The  mill  was  the  early  form  of  factory  production. 
Later  —  roughly  in  the  twenties  and  thirties  —  came  the 
rise  of  the  more  mature  form,  not  differing  in  essentials,  but 
nianifesting  more  of  the  characteristics  of  the  modem  factory 
system.  This  maturity  is  sigmdized  by  the  changes  which 
Dr.  Clark  has  so  clearly  analyzed  —  the  attainment  of  more 
complete  technical  equipment,  bringing  all  the  main  processes 

>  In  this  Joomal  for  Fetrutfy,  1913. 
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of  a  particular  manufacture  under  the  sway  of  power,  and 
in  the  United  States  under  one  roof;  the  development  of 
large-scale,  uniform,  sjrstematized  production;  and  the  im- 
personalization  of  the  labor  contract  indicated  by  the  insti- 
tution of  cash  payments  and  the  gradual  abolition  of  the 
mill  store. 

To  sum  up:  the  History  of  Manufactures  is  an  excellent 
compilation.  It  contains  practically  all  the  evidence  hereto- 
fore gathered  on  the  industrial  history  of  the  United  States 
up  to  1860.  Yet  it  is  more  than  a  compilation.  Much 
time  and  energy  have  been  spent  in  research.  Untapped 
sources  have  been  disclosed  and  their  contributions  inter- 
woven with  the  earUer  material.  No  doubt,  monographs 
upon  individual  industries  will  in  time  present  additional 
facts.  But  this  voliune  has  brought  forward  so  much  in  the 
way  of  new  data  that  it  cannot  hereafter  be  neglected  in 
the  study  of  any  important  manufacture. 

Monographs,  however,  have  a  still  more  important  fimction 
to  fulfil  —  the  assembling  and  single-minded  presentation  dt 
the  material  concerning  the  particular  industry  chosen.  Dr. 
Clark  writes  in  his  preface  that ''  separate  histories  of  our 
more  important  industries  "  were ''  recognized  as  desirable  " 
as  accompaniments  of  this  volume.  The  need  for  them 
has  not  been  decreased  by  this  pubUcation.  Considering, 
however,  the  purpose  he  had  in  mind  —  the  exposition  of  the 
onward  sweep  of  general  manufacturing  enterprise  —  Dr. 
Clark  has  given  a  consistent,  orderly,  and  constructive 
picture.  The  attempts  made  at  the  interpretation  of  the 
known  and  newly  adduced  facts,  while  more  successful  in 
some  cases  than  in  others,  are  at  various  points  stimulating 
and  su^estive.  The  criticisms  which  I  have  directed  at  the 
several  portions  of  Dr.  Clark's  discussion  are  manifestly  not 
concerned  for  the  most  part  with  vital  matters.  The  merits 
of  the  book  overshadow  them.  The  certainty  of  the  volume's 
permanent  value  cannot  be  doubted. 

Arthur  H.  Cols. 
Harvard  Univxbsitt. 
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STANDARDIZATION  IN  MARKETING 

Whatbvbb  dififerencee  of  opinion  may  exist  with  respect  to 
other  functions  of  government,  little  is  said  or  to  be  said 
against  coining  money  and  fixing  the  standards  of  weights 
and  measures.  Tho  these  two  functions  are  grouped  together 
in  the  same  clause  of  our  federal  constitution,  it  is  doubtful 
if  it  is  generally  realized  how  close  is  the  logical  connection 
between  them.  Both  result  in  great  economy  of  effort  in  the 
transfer  of  goods.  The  economy  involved  in  transferring 
coined  money  rather  than  uncoined  metal  is  apparent. 
Coining  the  metal  merely  enables  it  to  pass  from  hand  to 
hand  without  the  labor  of  inspection,  that  is,  without  weigh- 
ing it  to  determine  its  quantity  and  without  testing  it  to 
determine  its  quality.  It  "sells"  —  if  we  may  speak  of 
selling  money  —  on  grade  and  reputation  rather  than  on 
inspection.  It  is  the  most  salable  of  all  commodities,  and  the 
fact  that  it  is  so  standardized  as  to  make  inspection  unneces- 
sary on  the  part  of  the  "  buyer  "  has  a  great  deal  to  do  in 
giving  it  its  superior  salability.  By  the  same  process  of 
standardization,  any  other  commodity  may  approach  gold 
coin  in  salability,  tho  it  may  not  quite  reach  it.  At  least  it  is 
safe  to  say  that  whenever  it  can  be  sold  entirely  on  grade  and 
reputation,  and  absolutely  without  inspection,  its  salability 
wQl  be  enormously  increased. 

A  short  step  is  taken  in  the  direction  of  standardizing  other 
commodities  when  the  state  establishes  imiform  standards 
for  determining  quantity,  that  is,  when  it  fixes  the  standard 
of  weights  and  measures.  Without  some  uniform  S3rstem 
even  our  present  methods  of  selling  would  be  much  more 
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clumsy  and  wasteful.  Every  buyer  would  have  to  have  his 
own  83n3tem  for  determining  the  quantity  of  his  purchases. 
This  falls  short,  however,  in  two  important  particulars,  of 
what  is  accomplished  when  metal  is  coined  in  a  modem  mint. 
In  the  first  place,  the  government  actually  coins  the  money  or 
requires  it  to  be  coined  according  to  its  own  rules;  whereas  in 
other  cases  it  only  defines  the  units  of  measurement  and 
conmiands  conformity  to  its  definitions.  In  the  second  place, 
coins  are  standardized,  not  only  as  to  quantity,  but  as  to 
quality  as  well.  There  is  no  probability  that  any  govern- 
ment will  be  called  upon  to  do  that  which  would  be  analogous 
to  coining  money  —  actually  put  up  other  commodities  in 
standardized  packages.  Something  is  to  be  said  in  favor  (A 
fixing  standards  of  quality  as  well  as  standards  of  quantity. 

The  reasons  in  favor  of  fixing  standards  of  quality,  where- 
ever  it  can  be  done,  are  identical  with  those  in  favor  of  fixing 
standards  of  measuring  quantity.  They  are  all  sununed  up 
in  the  superior  economy  of  buying  on  grade  and  reputation 
as  compared  with  buying  on  inspection.  The  buyer  of  an 
unstandardized  commodity  may  have  enough  confidence  in 
the  sellers'  system  of  weights  and  measures  to  avoid  the  ne- 
cessity of  weighing  and  measuring  for  himself;  but  he  can 
scarcely  avoid  the  necessity  of  inspecting  the  commodity  in 
order  to  determine  its  quality.  In  some  cases,  the  determina- 
tion of  its  quality  is  easier  than  that  of  its  quantity,  but  in 
other  cases  it  is  not.  In  all  cases  where  quality  can  be 
standardized,  there  is  economy  of  effort.  So  far  as  buyers 
can  be  saved  the  trouble  of  inspection,  so  far  will  they  be 
enabled  to  economize  the  time  and  effort  involved  in  making 
purchases,  and  so  far,  also,  will  the  salability  of  commodities 
be  increased.  Whether  this  will  reduce  the  cost  of  getting 
the  standardized  commodities  from  producers  to  consumers, 
or  merely  enable  the  consumers  to  use  their  time  more 
advantageously  to  themselves,  may  be  open  to  question; 
but  the  ultimate  economic  effects  are  much  the  same  in  either 
case. 

Not  the  least  among  the  advantages  of  a  minute  division 
of  labor  is  the  fact  that  each  individual  can  avoid  the  neces- 
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cdty  of  being  expert  in  many  things  and  therefore  has  time  to 
become  a  specialist  in  one  thing.  One  of  the  advantages  of 
the  standardization  of  conmiodities  is  that  the  average  con- 
sumer can  avoid  the  necessity  of  being  an  expert  judge  of  the 
many  articles  which  he  has  to  purchase.  He  may  therefore 
utilize  his  time  and  mental  energy  in  his  own  special  field  of 
work.  There  is,  to  be  sure,  something  attractive  in  the  cus- 
tom of  the  well-to-do  burgher  going  to  market  and  selecting 
with  the  eye  of  a  connoisseur  the  various  articles  needed  by 
his  household;  but  it  is  wasteful  of  time  and  mental  energy. 
When  he  or  his  housekeeper  is  able  to  order  by  telephone, 
without  any  inspection  whatever,  and  still  get  what  he  wants, 
more  time  is  left  for  other  things. 

This  will  help  to  explain  two  very  distinct  tendencies  in 
present  day  retail  marketing  methods.  The  first  is  to  put 
more  and  more  articles  up  into  standardized  packages.  The 
second  is  to  place  more  and  more  dependence  upon  the 
retailer,  who,  in  many  cases,  is  coming  to  r^ard  his  cus- 
tomers as  clients  to  whom  he  is  boimd  to  give  his  own  expert 
service.  Both  tendencies  are  designed  to  save  the  consumer 
the  trouble  of  becoming  an  expert  buyer.  Neither  tendency 
has,  as  yet,  reduced  the  cost  of  getting  products  from  pro- 
ducer to  consimier.  If  the  consmner  utilizes  the  time  saved 
in  earning  a  larger  income  with  which  to  purchase  goods,  it 
perhaps  does  him  as  much  good  as  it  would  if  these  tendencies 
merely  reduced  the  price  of  commodities. 

One  reason  why  these  tendencies  merely  save  the  time  of 
the  consumer  rather  than  reduce  the  cost  of  getting  the 
products  to  him  is  that  the  standardization  takes  place  only 
in  the  last  stage  of  the  process,  that  is,  just  before  the  com- 
modities reach  the  consumer.  In  order  to  reduce  materially 
the  spread  between  the  price  which  the  producer  gets  and 
that  which  the  consimier  pays,  standardization  must  take 
place  early  in  the  process.  This  will  enable  the  standardized 
article  to  go  through  the  channels  of  trade  at  a  lower  cost. 
If  it  has  to  be  inspected  every  time  it  changes  hands,  the 
process  is  expensive  and  some  one  must  pay  the  cost.  Some 
products  apparently  cannot  be  standardized,  and  there  must 
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therefore  always  be  a  wide  spread  between  the  producers'  and 
the  consumers'  prices. 

A  good  illustration  of  the  effect  of  standardizing  a  product 
early  in  the  process  of  getting  it  from  the  producer  to  the  con- 
sumer is  found  in  the  marketing  of  California  oranges.  They 
are  graded  and  standardized  as  soon  as  they  leave  the 
orchards.  All  subsequent  inspection  is  therefore  unnecessary, 
and  the  cost  of  getting  them  to  the  consumer  is  reduced 
practically  to  the  physical  cost  of  haulage  and  handling. 
This  has  notably  reduced  the  spread  between  the  two  prices. 
Many  other  commodities,  such  as  wheat,  cotton,  pig  iron  and 
coal  are  largely  sold  on  grade  rather  than  on  inspection.  In 
these  cases,  the  government  has  had  very  httle  to  do  with  the 
standardization.  Two  recent  acts  of  congress,  however,  have 
brought  the  government  definitely  into  this  field  as  the  fixer 
of  standards  of  quality.  These  are  the  Cotton  Futures  Act 
and  the  Grain  Standards  Act.  Both  give  the  Secretary  of 
Agriculture  power  to  establish  grades  and  to  enforce  their 
use  in  the  regular  channels  of  trade.  A  number  of  states  also 
have  passed  grading  laws  of  various  kinds.  Four  New  Eng- 
land states  have  passed  a  uniform  apple  grading  law,  defining 
the  contents  of  a  standard  barrel,  describing  the  various 
grades  of  apples,  and  imposing  penalties  upon  all  departures 
from  the  standards  prescribed. 

Such  legislative  acts  cannot  be  called  in  any  true  sense 
interferences  with  trade.  They  are  designed  to  increase  the 
freedom  with  which  commodities  may  circulate.  They  are 
somewhat  analogous  to  the  work  of  the  traffic  policeman  on 
a  crowded  comer.  He  may  exercise  authority  and  interfere 
occasionally  with  an  individual's  movements;  nevertheless, 
the  result  of  his  so-called  interference  is  greater  freedom  of 
traffic. 

T.  N.  Cabveb. 

HaBVABD  IlNITEBSirT. 
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EXHAUSTION  OF  THE  SOIL  AND  THE 
THEORY  OF  RENT 

Elsewhebe  in  this  issue  Professor  Ellsworth  Huntington 
discusses,  from  a  geographer's  point  of  view,  the  causes  of 
agricultural  decay  and  agrarian  discontent  in  ancient  Rome. 
His  well-known  contributions  to  geography  and  climatology 
entitle  his  opinions  to  most  attentive  consideration.  The 
topic  is  of  absorbing  interest,  and  its  importance  for  prob- 
lems of  economic  history  is  patent.  I  would  add  a  few  words 
in  regard  to  its  bearing  on  questions  of  economic  theory. 

Of  late  years,  several  American  writers  have  laid  stress  on 
the  exhaustibility  of  the  soil  and  on  the  relation  of  this 
possibility  to  the  Ricardian  theory  of  rent.  Conspicuous 
among  them  is  Professor  Fetter.  His  view,  familiar  to  econ- 
omists, is  that  land  differs  in  no  essentials  from  instruments 
made  by  man;  that  it  is  not  fixed  in  supply;  and  that  it  is 
subject  to  waste  and  deterioration  like  any  other  part  of  the 
apparatus  of  production.  There  is  no  such  thing,  according 
to  him,  as  the  ^'  original  and  indestructible  powers  of  the 
soil "  which  Ricardo  mentions  in  the  opening  paragraphs  of 
his  chapter  on  rent;  and  for  this  reason,  among  others,  there 
is  need  for  radical  reconstruction  of  the  entire  theory  of  rent 
and  interest.^ 

I  doubt,  however,  whether  this  particular  ground  for 
wholesale  revision  is  tenable.  The  solution  of  the  his- 
torical riddle  does  not  seem  to  me  of  cardinal  importance 
for  the  theory  of  rent,  either  by  way  of  illustration  or 
by  way  of  proof.  Neither  is  the  validity  of  the  accepted 
view  of  the  chemists  on  the  possible  or  probable  deple- 
tion of  the  soil's  mineral  constituents  of  decisive  theoret- 
ical significance.  I  say  the  accepted  view,  for  doubtless  it 
is  still  maintained  by  most  agricultural  chemists;  tho  there 
are  dissidents  whose  opinions  have  weight.     All  this  is 

1  Fsttar,  Eoonoiiiie  FriadplM  (1015).  pp.  443-46. 


Digitized  by  VjOOQIC 


346  QUARTERLY  JOURNAL  OF  ECONOMICS 

of  no  vital  concern  for  economic  theory,  whose  essential 
postulates  concerning  land  remain  the  same  whether  we 
accept  or  reject  the  principle  of  exhaustibility. 

The  fundamental  question  for  the  theory  of  rent  is  whether 
there  are  permanent  catises  of  difference  between  soils.  The 
gist  of  the  Eicardian  proposition  and  of  the  "  orthodox  " 
theory  Ues  in  the  element  of  differentiation.  As  Eicardo 
himself  said,  in  another  passage  of  the  much  quoted  chapter, 
"  rent  is  always  the  difference  between  the  produce  obtained 
by  the  employment  of  two  equal  quantities  of  capital  and 
labour."  So  long  as  there  are  causes  which  bring  it  about 
that  some  natural  agents  respond  permanently  to  man's 
labor  with  greater  output  than  other  natural  agents,  the 
essentials  of  rent  after  the  Bicardian  fashion  persist.  Let 
it  be  admitted  that  some  elements  of  fertility  of  the  soil  can 
be  exhausted,  and  that  these  elements  of  fertility  must  be 
restored.  Nevertheless,  if  the  process  of  restoration  and  of 
the  maintenance  of  fertility  is  one  which  yields  larger  returns 
on  some  lands  than  on  others,  we  have  the  differential  ele- 
ment.   The  response  to  man's  action  varies. 

As  Marshall  and  others  have  pointed  out,  there  are  unalter- 
able differences  in  the  annuities  of  sunshine,  of  heat  and  cold, 
of  precipitation,  received  by  different  stretches  of  land.^ 
These  alone  serve  to  bring  about  ineradicable  differences. 
The  same  is  true  of  variations  in  ease  of  working.  The  flat 
and  well-watered  prairies  of  Illinois,  just  as  they  will  always 
be  more  fruitful  than  the  semi^arid  lands  of  the  Rocky  Moun- 
tain region,  so  will  always  be  easier  to  till  than  the  hillsides 
of  New  England.  There  are  differences  of  a  similar  unalter- 
able sort  in  the  physical  makeup  of  different  soils  —  whether 
they  are  sandy,  gravelly,  loamy,  rocky.  There  are  differences 
in  the  flow  of  moisture  through  the  soil  and  in  the  need  of 
drainage.  No  doubt  it  is  true,  as  Marshall  remarks,  that 
after  long  continued  cultivation,  these  differences  tend  to 
become  less  than  they  were  at  the  outset.  The  land  of  an 
old  country  comes  to  have  a  more  homogeneous  texture. 

>  See  the  admirable  statement  in  ManhaQ's  Pzindiplea  oC  Kepnomiea,  book  IV, 
eh.  ii,  I  3  dk  147.  eth  edition). 
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But  it  is  never  reduced  to  complete  homogeneity;  differences 
persist. 

For  this  reason  it  is  immaterial  whether  land  is  or  is  not 
regarded  as  a  fixed  stock.  Marshall  sees  in  the  circumstance 
of  fixity  an  element  of  essential  difference  between  land  and 
instruments  made  by  man.  Professor  Fetter  seems  to  me 
more  nearly  in  the  right  in  maintaining  that  land  is  no^  a  fixed 
stock.  Land  of  any  one  particular  kind  or  for  any  one  par- 
ticular use  certainly  cannot  be  said  to  be  fixed  in  amount; 
urban  sites,  for  example.  Nor  can  it  be  said  that  the  total 
stock  of  land  in  a  given  country,  or  even  the  total  stock  avail- 
able for  civilized  man,  is  unchangeable  in  amount.  True, 
the  surface  of  the  globe  is  fixed,  and  even  the  surface  avail- 
able for  agricultural  purposes.  In  an  old  country  agricul- 
tural land  is  a  limited  space.  Yet  the  "  uses  "  of  land  in 
cultivation  are  susceptible  of  increase.  So  far  as  the  eco- 
nomic supply  is  concerned,  land  may  fairly  be  said  to  be 
flexible.  But,  to  repeat,  the  supply,  tho  flexible,  is  by 
no  means  homogeneous,  nor  does  it  tend  to  become  homo- 
geneous. The  differential  element  is  not  eliminated  by 
man's  use  of  the  land. 

Reference  has  been  made  to  Ricardo's  much  quoted 
phrase,  "the  original  and  indestructible  powers  of  the  soil.''^ 
I  suspect  that  the  reason  why  Ricardo  used  the  phrase 
and  the  point  which  he  meant  to  bring  out  have  beeii  misun- 
derstood. The  emphasis  should  be* on  "soil,"  not  on  "indes- 
tructible powers."  The  phrase  occurs  in  a  passage  which 
distinguishes  between  the  rent  of  land  and  the  rent  of  mines. 
As  regards  mines,  Ricardo  points  out  that  "  the  compensa- 
tion given  for  the  mine  or  quarry  is  paid  for  the  value  of  the 
coal  or  stone  which  can  be  removed  from  them,  and  has  no 
connexion  with  the  original  and  indestructible  powers  of  the 
land."  The  owner  of  the  mine  does  indeed  receive  a  rent, 
as  he  explains  in  the  next  chapter  (on  the  Rent  of  Mines) ; 
because  some  fixed  stores  of  minerals  are  better  than  others. 
But  the  principles  which  are  applicable  to  agricultmtd  land, 
and  especially  "the  laws  which  regulate  the  progress  of 

>  PrindidM,  eh.  ii  (p.  36  in  MoCuUooh  ed.). 
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[agricultural]  rent  and  .  .  .  profits/^  are  based  on  the  re- 
ciurent  and  continuous  use  of  the  land  —  that  is,  on  "  origi- 
nal and  indestructible  powers  "  such  as  do  not  exist  in  mines. 
"This  is  a  distinction  of  great  importance/'  says  Ricardo,  and 
it  is  this  to  which  his  discussion  of  indestructible  powers  is 
directed.  As  is  indicated  in  the  passage  which  I  have  quoted 
in  a  preceding  paragraph,  the  essential  of  his  reasoning  about 
rent  is  that  it  constitutes  a  differential  return.  And  the 
fundamental  question  r^arding  rent  and  interest,  land  and 
capital  —  a  most  complex  question,  on  which  one  should 
speak  with  much  reserve  —  is  whether  in  fact  there  is  a  dif- 
ferential retium  from  land  of  a  kind  which  is  not  secured 
from  ''capital"  in  the  sense  of  instruments  made  by  man.  As 
I  have  elsewhere  stated,  the  answer  depends  on  the  effective- 
ness of  competition  in  bringing  about  equality  of  return  from 
concrete  capital.^  Discussion  on  the  exhaustibility  of  the 
soil  and  the  fixity  of  land  supply  helps  us  little  on  this 
cardinal  question. 

F.  W.  Taussig. 
Habyabd  Uniyebsitt. 


SOME  CONSroERATIONS  ON  LAND 
TAXATION 

Single  taxers  favor  heavy  land  taxes  and  tax-free  improve- 
ments in  order  to  increase  building,  relieve  congestion  and 
lower  rents.  The  argument  is  that  one  would  not  suffer  for 
long  aburdensome  tax  on  avacant  lot;  he  would  build  and  rent 
in  order  to  recoup.  "  The  owner  of  a  vacant  city  lot,"  says 
Henry  George,  ''  would  have  to  pay  as  much  under  a  single 
tax  for  the  privilege  of  keeping  other  people  off  of  it  until  he 
wanted  to  use  it,  as  his  neighbor  who  has  a  fine  house  upon  his 
lot.  It  would  cost  as  much  to  keep  a  row  of  tmnble-down 
shanties  upon  valuable  land  as  tho  it  were  covered  with  a 
grand  hotel  or  a  pile  of  great  warehouses  filled  with  costly 

1  Sm  my  PiindplM  of  Eoonomiot,  eh.  40,  S  3. 
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goods/'  Mr.  George  was  not  aware  of  the  fact  that  the  same 
would  be  true  were  lots  tax-free.  It  costs  as  much  to  hold  a 
tax-free  lot  as  a  tax-burdened  lot.  Why  ?  Lots  are  valued 
according  to  their  anticipated  yield.  Taxes  are  allowed  for 
in  the  capitalization  of  land  and  are,  therefore,  no  burden  to 
the  purchaser  of  land.  A  tax  is  a  subtraction  from  yield, 
therefore  a  tax  increase  means  a  value  decrease.  A  low  value 
means  a  small  interest  burden.  An  increased  tax  burden  is 
but  a  substitute  for  a  high  interest  outlay.  The  cost  burden 
on  your  real  capital  is  the  same  whether  land  be  subject  to  a 
single  tax  or  tax-free.  Your  dollar  will  buy  as  many  land 
uses  under  the  one  as  under  the  other.  If  this  is  not  so  the 
accepted  theory  of  capitalization  on  the  basis  of  net  earnings 
is  a  delusion.  If  you  encourage  building  by  freeing  improve- 
ments from  the  tax  you  equally  discourage  the  improvement 
of  a  lot  by  extracting  its  value  in  the  fonn  of  a  tax.  The  one 
equalizes  the  other.  If  you  tax  me  $100  I  am  little  con- 
cerned whether  you  assess  it  against  my  house  or  against  my 
lot.  The  single  tax  would  little  influence  the  amount  of 
building,  rent  burdens  and  congestion. 

The  opponent  of  the  single  tax  argues  that  under  a  single 
tax  regime  the  tenant's  rent  must  pay  the  interest  on  the 
value  of  a  lot,  the  single  tax,  and  interest  on  the  cost  of  a 
building,  otherwise  no  one  would  build  and  rent  him  a  house. 
Thus  they  believe  that  the  single  tax  would  be  shifted  to  the 
tenant  in  the  fonn  of  a  higher  rent.  This  would  result  in  con- 
gestion, in  getting  the  most  out  of  a  limited  space,  in  build- 
ing high  into  the  tax-free  air.  The  single  tax  would  be  as  a 
fixed  charge  on  tenantry  and  its  burden  could  be  lightened 
only  by  distributing  it  widely,  therefore  low  rents  could  be 
found  only  among  a  nmnerous  tenantry  on  a  limited  space. 

This,  in  my  judgement,  is  a  criticism  without  foundation. 
In  this  is  met  the  same  principle  above  mentioned.  The  single 
taxers  and  their  opponents  are  but  exhibiting  the  backward 
and  the  forward  looking  faces  of  the  same  thing.  Higher  land 
tax,  lower  capitalization  and  less  interest  outlay  go  hand  in 
hand.  The  air  is  as  interest  free  as  it  is  tax  free;  there  is  no 
more  reason  for  building  high  to  dodge  the  tax  than  to  dodge 
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the  interest  charge.  The  logical  conclusion  for  these  thinkerb 
(so  far  as  I  know  they  have  shied  from  it)  is  that  a  tax  on  land 
is  shifted.  In  the  above  I  have  given  their  thouj^t  a  rather 
bold  wording;  the  use  of  the  word  shift  would  save  them 
from  much  circumlocution.  If  the  single  tax  would  dis- 
courage building  on  idle  land  then  a  limited  area  would  be 
more  intensively  used  —  less  land  would  have  to  do  the  land 
work.  The  greater  the  intensive  utilization  the  greater  would 
be  the  cost  and  the  hij^er  the  price  of  land  products.  High 
taxes  would  be  shifted  to  hi|^  prices.  Idle  resources,  mis- 
directed energy,  scarcity  of  product  and  high  prices  would, 
according  to  their  thought,  be  the  improfitable  reward  of  a 
single  tax  regime.  The  futility  of  this  word  logic  is  that 
returns  relative  to  costs  would  not  be  modified  by  a  single 
tax,  the  thing  changed  is  the  form  of  the  cost  and  not  its 
amount.  The  motivating  force  of  investment  is  profits  and 
profits  would  remain  the  same. 

Another  set  of  kindred  arguments  is  that  of  the  diffusion 
of  the  imeamed  increment.  These  arguments  form  another 
unworkable  tax-«hifting  scheme.  The  idea  runs  that  the  lure 
of  the  unearned  increment  is  the  cause  of  early  frontier  settle- 
ments. Reversely  a  single  tax  would  discourage  frontier 
settlements  by  absorbing  the  unearned  increment.  Under  a 
single  tax  r^ime,  asks  Professor  A.  S.  Johnson,  "  when  would 
our  Western  forests  have  been  cleared,  our  prairies  trans- 
formed into  fields  of  wheat  and  com?  Not  in  decades,  but 
in  centuries."  Further,  "  under  such  a  condition  of  devel- 
opment Kentucky  would  doubtless  still  be  a  dark  and 
bloody  ground,  and  the  Ohio  forests  a  haunt  of  outlaws."  ^ 
The  thought  is  that,  in  anticipation  of  the  unearned  incre- 
ment, frontiersmen,  for  the  time  being,  will  tie  up  capital 
unproductively  and  work  for  a  lower  return  than  the  normal 
wage.  The  development  of  new  lands,  the  sacrificing  of 
labor  and  capital  upon  them  cause  greater  abundance  of 
agricultural  products  and  therefore  lower  prices.' 

1  '*  The  Case  Agfonst  the  Sinde  Tax."  AtUntio  Monthly,  January,  1014.  p.  33. 

t  Johnson,  ibid.,  p.  34.  and  T.  S.  Adams.  American  Boonomio  Review.  June.  1010. 
p.  271. 
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n.  The  assumption  underlying  this  argument  is  that  frontiers- 
men have  poor  judgment,  that  they  suffer  privation  from  an 
over  estimate  of  the  increase  of  land  values.  It  follows  from 
their  assumption  that  national  development,  lower  prices 
and  community  gain  are  results  of  misdirected  energy.  The 
greater  the  error  in  judgment  the  greater  would  be  the 
national  gain.  If  this  argument  is  not  based  on  the  mis- 
judgment  of  frontiersmen  then  it  is  self-contradictory,  for  if 
more  than  the  unearned  increment  is  shifted  to  national  gain 
(and  it  must  be  more  than  shifted  if  wages  are  below  normal 
and  capital  is  employed  at  a  sacrifice)  then  no  unearned 
increment  could  be  left  for  the  frontiersmen. 

These  arguments,  moreover,  rest  on  false  economic  grounds. 
The  extra  cost  of  marketing  for  one  beyond  the  border  of 
remunerative  industry  will  more  than  offset  the  extra  costs 
of  production  nearer  the  market.  The  result  of  this  is  a 
larger  total  cost  of  production,  and  waste  energy  together 
with  increased  prices  as  a  consequence  of  the  reduction  in 
supply.  Production  is  not  complete  until  the  products  are 
in  ike  hands  of  the  consmner.  Production  in  the  wilderness 
is  not  cheapest.  If  it  were,  competition  would  force  all  pro- 
ducers to  the  wilderness.  It  is  a  false  economy  which  assumes 
that  misdirected  energy  is  a  national  boon,  that  production  at 
the  greatest  cost  means  the  lowest  price,  that  the  unearned 
increment  is  secured  to  the  public  by  a  scheme  that  would 
increase  the  cost  of  living.  Two  difficulties  are  in  the  way  of 
such  arguments;  a  false  conception  of  the  extent  of  the 
so-called  unearned  increment  and  the  belief  that  a  tax  on 
land  cannot  be  shifted,  or  at  any  rate  a  false  conception  of  the 
manner  in  which  the  shift  takes  place.  If  it  were  seen  that  an 
unearned  increment  is  as  common  to  other  agencies  as  to 
land  the  single  tax  bugaboo  would  have  no  logical  basis.  If 
it  were  seen  how  a  tax  on  land  is  shifted  we  would  have  the 
true  manner  in  which  the  unearned  increment  inures  to 
society  in  the  form  of  more  products  and  cheaper  prices. 

Space  forbids  more  than  the  briefest  sketch  on  these  points. 
Larg^  and  dramatic  changes  in  values  bring  benefits  both  to 
sleeping  partners  and  to  active  enterprisers  in  all  lines  of 
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industry.  The  pasfiive  owners  of  land,  war  stock,  lottery 
tickets,  furs,  copper,  huckleberries,  and  saw  mills  may  reap 
large  gains  from  lucky  turns  in  prices.  Prices  are  made  in  the 
market  and  are  largely  beyond  the  control  of  any  individual. 
The  active  enterpriser  with  the  deep  insight  that  gives  fore- 
sight can  best  judge  of  price  changes  and  movements  in 
capitalization.  He  can  so  shape  his  enterprise  as  to  reap  the 
surpluses  which  always  accompany  industrial  changes.  The 
unearned  increment  is  a  question-begging  phrase  applied 
especially  to  the  profit  of  the  land  owner.  There  is  nothing 
peculiar  to  land  profit.  The  teachings  of  Walker,  Cannan, 
Hobson,  and  Clark  on  the  extension  of  the  rent  problem  and 
the  general  applicability  made  by  these  and  later  writers  of 
the  law  of  diminishing  returns,  cannot  but  teach  that  a 
conmion  principle  regulates  the  returns  of  all  productive 
agents.  The  trouble  with  most  economists  on  this  point  is 
that  they  get  their  geography  and  their  economics  mixed. 
They  think  of  the  supply  of  other  productive  agencies  in 
terms  of  productive  capacity  and  not  in  terms  of  bulk  or 
weight,  but  when  it  comes  to  the  supply  of  land  they  shift 
from  a  productive  or  economic  basis  to  an  area  or  geographic 
basis.  It  is  but  a  truism  that  a  superior  organization  which 
enables  a  laborer  to  turn  out  ten  pieces  a  day  instead  of  five 
pieces,  really  doubles  the  economic  supply  of  labor;  or  that  a 
new  process  or  scientific  method  that  enables  a  unit  of  land 
to  yield  ten  bushels  instead  of  five  bushels  does  add  to  the 
productivity  of  land.  The  supply  of  productive  agents  is 
measured  in  yield,  not  in  area  or  bulk.  We  must  measure 
land  as  a  productive  agent  in  terms  of  its  productive  capacity. 
It  is  as  logical  that  we  do  this  as  that  we  ask  different  prices 
for  different  qualities  of  land.  Land  capacity  is  what  con- 
cerns the  economist  and  whatever  increases  this  capacity 
increases  the  land  supply. 

Instances  of  unearned  increments  might  be  multiplied  in- 
definitely from  all  walks  of  life.  The  growth  of  complex  social 
problems  makes  the  lawyer's  fifty  thousand  dollar  fee  a  possi- 
bility; acquisitive  advantages  and  monopoly  gain  are  un- 
thinkable apart  from  society;  political  security,  educational. 
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religiouSy  and  other  social  institutions  are  unearned  benefits 
to  the  individual.  National  productive  capacity  in  the  form 
of  natural  resources  together  with  our  inherited  knowledge  of 
ways  and  means  of  how  to  harness,  transport,  and  bend  the 
utilities  of  man  and  nature  to  our  service,  form  a  fund  of 
unearned  social  heritage.  We  can  soon  rebuild  the  ships, 
houses  and  current  supplies  destroyed  by  the  war.  If  the 
war  could  destroy  our  knowledge  of  ways  and  means  or  the 
natural  forces  upon  which  they  operate,  civilization  would  be 
set  back  indefinitely. 

The  supply  of  land  like  that  of  other  productive  agents  is 
measured  by  its  yield.  Other  agents  come  from  the  land, 
therefore,  to  say  that  land  is  limited  is  to  say  that  other 
agents  are  limited  —  all  are  limited  by  the  natural  principle 
of  resistance.  All  are  limited  by  and  obey  in  their  operation 
the  law  of  diminishing  returns.  If  the  land  supply  is  subject 
to  change  then  there  can  be  nothing  peculiar  in  the  unearned 
increment  of  land. 

Let  us  turn  to  the  manner  in  which  a  tax  on  land  can  be 
shifted.  A  tax  on  marginal  land  would  throw  it  out  of  culti- 
vation and  thereby  cause  less  land  or  fewer  land  uses  to  be 
cultivated.  The  result  would  be  a  greater  scarcity  and  there- 
fore a  higher  price  for  the  products  of  land.  In  other  words 
the  tax  would  simply  bring  about  a  higher  price  for  the  prod- 
ucts of  land.  A  tax  on  the  siuplus  or  rent  can  be  shifted. 
To  the  extent  that  you  tax  land  you  reduce  its  net  returns  to 
the  landlord,  but  the  landlord  values  his  land  according  to  its 
net  returns,  therefore  to  the  landlord  the  land  loses  in  value 
to  the  extent  of  the  tax.  The  principle  of  proportionality 
teaches  that  less  expenditure  in  the  form  of  upkeep  and 
repairs  is  made  on  the  less  valuable  agencies.  High  tax 
means  low  land  value,  the  discouragement  of  upkeep  and 
improvements  with  the  consequent  falling  off  in  the  supply  of 
land  products.  Thus  a  diminished  supply  means  a  shift  in 
tax  in  the  form  of  higher  prices  of  land  products.  Prior  to 
our  Civil  War  we  practised  land  butchery  and  that  too  with 
sound  economic  justification.  The  cheapness  of  land,  the 
little  cost  of  wearing  out  old  land  and  shifting  to  new  invited 
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butchery.  Labor  and  capital  were  scarce  and  their  great 
value  invited  their  most  economical  utilization.  High  tax, 
little  net  yield,  low  value,  depreciation,  low  gross  yield  and 
high  prices  of  land  products  go  together. 

The  thrift  which  accompanies  private  property  claims 
attention  at  this  point.  To  the  extent  that  a  tax  subtracts 
from  net  gain  it  puts  the  landlord  in  the  position  of  a  tenant. 
If  a  nine  year's  lease  ruins  the  garden  a  heavy  tax  would  tend 
to  the  same  end.  If  the  magic  of  property  turns  sand  to 
gold  the  lower  the  tax  the  greater  the  tendency  to  that  end. 

J.  R.  TUBNEB. 
Nbw  Yoax  UmrsBsmr. 
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Since  no  one  can  foretell  where  any  war  may  lead  or 
foresee  how  long  it  may  last^  the  military  and  financial 
policies  of  the  United  States  should  contemplate  a  long 
contest  of  the  first  magnitude.  The  war  which  has  con- 
vulsed Europe  for  nearly  three  years  may  be  nearer  its 
end  than  we  suppose;  but  we  have  no  right  to  take  any- 
thing for  granted,  and  should  prepare  for  a  contest  that 
may  demand  the  complete  mobilization  of  the  material 
and  human  resources  of  the  country.  In  finance  this 
means  that  we  need  a  program.  Intelligent  foresight 
and  comprehensive  grasp  of  the  situation  should  from 
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the  very  outset  control,  and  shortsighted  or  temporizing 
measures  should  be  carefully  avoided.  Mistakes  can  be 
made  during  the  next  six  months  that  will  disorganize 
oiu"  currency,  injiu'e  oiu*  credit,  and  enormously  increase 
the  cost  of  the  war.  Upon  the  other  hand,  by  adopting 
a  sound  financial  program  now,  we  can,  with  a  minimum 
of  friction  and  waste,  raise  all  the  funds  that  may  be 
needed  to  finance  even  this  greatest  of  wars. 

In  such  a  program  the  first  requisite  is  obviously 
economy  in  all  expenditures,  public  as  well  as  private. 
For  the  time  being  the  chief  business  of  the  country 
must  be  to  divert  enormous  sums  from  other  objects 
and  to  devote  them  to  the  maintenance  of  armaments. 
This  means  that  we  shall  have  to  go  without  many 
things  that  we  might  otherwise  have,  which  is  to  say 
that  we  must  practice  economy.  The  citizen  must  be 
prepared  to  retrench  in  his  private  expenditiu-es  in 
order  that  the  extraordinary  needs  of  the  government 
may  be  supplied,  and  the  government  should  do  its  part 
by  husbanding  its  resoiu'ces  with  the  utmost  care. 
Heavy  taxation  of  luxuries  will  give  the  citizen  an  extra 
inducement  to  perform  his  duty;  nothing  but  rigid 
economy  and  efficiency  will  enable  the  government  to 
do  its  part.  At  such  a  time  private  luxury  and  pork 
barrel  legislation  fall  under  the  same  condemnation. 
New  undertakings  not  related  directly  or  indirectly  to 
military  operations  should  be  confined  within  the 
narrowest  possible  limits.  And  finally,  if  we  are  ever 
to  have  a  rational  budget  system,  the  present  is  obvi- 
ously the  time  for  its  introduction.  This  Congress 
should  not  adjourn  without  providing  for  a  complete 
reorganization  of  f  utiu'e  budgetary  procediu'e. 

So  far  there  can  be  little  disagreement,  but  con- 
cerning the  next  point  there  may  be  difference  of 
opinion.    In  financing  a  great  war,  revenue  from  taxa- 
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tion  must  be  supplemented  by  loans,  but  neither  in 
theory  nor  in  practice  is  there  universal  agreement  con- 
cerning the  proportions  in  which  the  two  expedients 
should  be  employed.  Since  this  is  the  most  fundamental 
question  connected  with  a  program  of  war  finance,  it 
requires  most  careful  consideration. 


II 

The  first  theory  of  war  financiering  is  that  upon 
which  most  wars  have  been  conducted  ever  since  the 
invention  of  national  debts.  According  to  it,  the  extra- 
ordinary outlay  of  a  war  should  be  financed  by  loans 
in  order  to  avoid  the  inconvenience  and  disturbance 
occasioned  by  a  heavy  increase  of  taxation.  Such  a 
policy  is  deemed  to  be  fair  because  it  throws  at  least  a 
part  of  the  burden  upon  futiu'e  generations,  and  is 
ordinarily  adopted  in  full  confidence  that  it  will  suffice 
for  all  probable  needs.  In  short  wars  that  make  no 
serious  demands  upon  a  nation's  resoiu-ces  it  has  often 
worked  well  enough,  but  in  every  protracted  struggle  it 
has  spelled  disaster.  Of  this  oiu*  own  history  afifords 
most  striking  and  conclusive  demonstration. 

During  the  Revolutionary  War  oiu*  government  pos- 
sessed no  effective  power  of  taxation,  and  its  experience 
affords  no  fair  test  of  the  financial  policies  which  it 
adopted.  In  1812,  however,  it  possessed  authority  to 
levy  taxes  ample  for  all  needs,  and  the  wisdom  of  its 
financial  measures  may  be  tested  fairly  by  their  results. 
As  early  as  1807,  when  war  was  thought  to  be  inevitable. 
Secretary  Gallatin  had  outlined  the  policy  which  the 
United  States  subsequently  followed,  proposing  that 
war  expenditures  should  be  defrayed  by  loans,  and  that 
taxes  should  be  levied  only  in  the  amount  necessary  to 
provide  for  the  expenses  of  government  on  a  peace 
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establishment  and  for  interest  on  any  new  loans  that 
might  be  created.^  This  plan  of  financing  a  war  re- 
ceived a  perfectly  fair  trial  during  the  next  three  years 
because,  out  of  a  total  extraordinary  expenditure  of 
$70,000,000,  nearly  10  per  cent  was  financed  by  taxation, 
so  that  somewhat  less  reliance  was  placed  upon  loans 
than  Gallatin's  theory  strictly  called  for,*  The  result 
was  f ailiu'e,  complete  and  decisive,  leading  to  something 
very  near  a  financial  breakdown.  It  soon  became  diffi- 
cult to  float  interest-bearing  loans  because  investors  saw 
the  government's  liabilities  rapidly  increasing  without 
any  material  increase  in  its  revenues,  by  which  alone,  of 
course,  its  ability  or  willingness  to  provide  for  its  obliga- 
tions could  be  safely  judged.  Treasury  notes  had  to  be 
issued  in  increasing  amounts  which  tended  to  inflate 
the  currency  and  therefore  to  increase  the  cost  of  the 
war.  After  the  government's  credit  had  been  impaired 
additional  taxes  were  at  length  imposed,  but  they 
yielded  little  revenue  until  the  very  end  of  the  war  when 
the  mischief  had  already  been  done.  In  sum,  impaired 
credit,  currency  inflation,  and  threatened  collapse  were 
the  unmistakable  results  of  this  attempt  to  finance  war 
expenditiu'es  exclusively  by  loans. 

By  1846,  when  the  Mexican  War  b^an,  the  lesson  of 
1812  appears  to  have  been  forgotten,  and  the  same 
financial  policy  was  adopted  which  had  failed  so  signally 
a  generation  before.  But  the  resources  of  the  country 
had  greatly  increased,  and  the  war  proved  a  compara- 
tively small  afifair  which  lasted  less  tiian  two  years  and 

1  It  should  be  said  for  G«IlAtix>,  however,  that  he  advocated  this  policy  because  he 
thought  that  the  war  would  so  injure  the  oommeroe  of  the  United  States  as  to  decrease 
the  resources  available  for  taxation,  and  that  he  recognised  that  under  different  con- 
ditions it  might  be  "  practicable  and  wise  to  raise  by  taxes  the  greater  part,  at  least,  of 
the  annual  supplies." 

■  Data  upon  this  point,  as  weU  ss  upon  the  entire  subject  of  the  finances  of  the  War 
of  1812,  may  be  found  conveniently  in  H.  C.  Adams's  Public  Debts,  pp.  116-26,  and 
D.  R.  Dewey*s  Financial  History  of  the  United  States,  pp.  128-42. 
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occasioned  no  strain  upon  our  finances.  Without  levy- 
ing internal  taxes,  the  government  contrived  to  meet 
some  $14,600,000  of  war  expenditures  out  of  ordinary 
revenues,  while  incurring  a  net  indebtedness  of  some 
$49,000,000.^  This  time  the  loan  policy  had  worked 
well  enough,  yet  its  success  was  due,  not  to  its  inherent 
strength,  but  to  the  short  diu'ation  and  comparatively 
trifling  magnitude  of  the  strain  to  which  it  was  sub- 
jected. Under  different  conditions  there  is  no  reason 
for  supposing  that  it  would  have  worked  any  better  than 
it  did  in  1812. 

When  the  Civil  War  broke  upon  the  country,  it  was 
natural  that  the  government  should  revert  to  the  policy 
followed  in  the  war  with  Mexico.  Secretary  Chase 
recommended  '  that  taxation  should  be  confined  to  the 
amount  needed  for  the  ordinary  expenses  of  the  govern- 
ment and  for  interest  upon  loans,  and  that  extraordi- 
nary expenses  should  be  met  by  borrowing,  estimating 
that  this  plan  would  require  $80,000,000  to  be  raised  by 
taxes  and  $240,000,000  to  be  procured  by  loans.  Con- 
gress acted  upon  the  secretary's  advice,  imposing  such 
new  taxation  as  appeared  to  be  called  for  and  authoriz- 
ing a  loan  of  $250,000,000.  Thus  the  country  entered 
upon  a  conflict  which  lasted  four  years  and  required 
unprecedented  outlays,  with  a  plan  of  finance  that 
might  have  sufficed  for  another  Mexican  war  but  was 
certain  to  fail  in  a  conflict  of  greater  duration  and 
magnitude. 

The  situation  was  complicated  by  a  variety  of  cir- 
cumstances, chiefly  the  unsatisfactory  state  banking 
system,  which  would  have  caused  much  embarrassment 
in  any  event;  but  after  all  aUowance  is  made  it  is  clear 
that  Chase's  plan  received  a  fair  trial,  and  that  it  failed 
as  signaUy  as  Gallatin's  plan  in  1812.    Difficulty  was 

>  Dewey,  op.  dt.,  pp.  255-56.  '  Report  on  the  Finances,  July  4, 1861. 


Digitized  by  VjOOQIC 


362  QUARTERLY  JOURNAL  OP  ECONOMICS 

encountered  at  the  very  outset  in  floating  bonds,  and 
$60,000,000  of  demand  notes  were  authorized  in  1861. 
These  were  followed  in  1862  and  1863  by  a  much  larger 
amount  of  l^al  tender  notes,  the  so-called  greenbacks, 
and  by  a  variety  of  other  short  term  obligations.  Not 
until  the  third  year  of  the  war  did  long  term  loans  begin 
to  preponderate,  and  even  in  the  fourth  year  interest- 
bearing  notes  actually  exceeded  the  bond  issues  of  the 
government.  The  inevitable  result  was  currency  infla- 
tion, by  which  the  cost  of  the  war  was  enhanced  some 
hundreds  of  millions,  and  credit  impairment  which  seri- 
ously hampered  the  government's  financial  operations. 
After  much  mischief  had  been  done,  but  in  time  to 
save  the  situation.  Congress,  which  in  this  matter 
showed  more  wisdom  than  the  secretary,  imposed  heavy 
taxes  to  which  the  country  loyally  responded.  Indeed, 
after  the  first  year,  the  people  seemed  frequently  wiserv 
than  their  rulers,  and  the  action  of  Congress  in  increas-' 
ing  taxation  was  partly  in  response  to  a  widespread 
popular  demand.  This  fact  greatly  impressed  foreign 
observers,  one  of  whom  remarked  to  Mr.  Seward:  "  I 
was  not  surprised  to  see  yoiu*  young  men  rushing  enthu- 
siastically to  fight  for  their  flag.  I  have  seen  that  in 
other  countries.  But  I  have  never  before  seen  a  country 
where  the  people  were  clamorous  for  taxation."  And 
von  Hock,  the  Austrian  economist,  has  left  on  record 
the  fact  that  he  was  attracted  to  the  study  of  American 
financial  history  by  the  ^'  wonderful  spectacle  "  of  a 
people  who  after  being  free  from  internal  taxation  for 
nearly  half  a  century,  "  through  love  of  country  and 
zeal  for  the  rights  of  humanity,"  willingly  submitted  to 
the  heaviest  taxation  and  assumed  the  burden  of  an 
enormous  debt.^ 

>  C.  F.  TOD  Hook,  Die  Fmauen  uiid  dio  FinAnsieBehiohte  dor  Veroiiiigton  Staatea 
Ton  Ameriks,  Vorredo. 
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But  time  was  required  to  devise  a  new  system  of 
internal  taxation  and  get  it  into  successful  operation,  so 
that  not  until  the  end  of  the  war  did  the  revenue  from 
taxes  attain  its  due  proportion  to  the  government's 
loans.  In  the  jGj*st  year  taxes  brought  in  $50,851,000, 
while  loans  and  notes  produced  $433,663,000,  the  ratio 
'  of  taxes  to  loans  and  notes  being  1 :  8.5.  In  the  second 
year  taxes  yielded  $108,185,000,  and  loans  and  notes 
$696,203,000,  the  ratio  being  1 : 5.5  The  third  year  the 
tax  revenue  was  $212,532,000,  and  the  loans  and  notes 
amounted  to  $719,476,000,  the  ratio  standing  at  1 : 3.4. 
And  finally,  in  1864-65,  taxes  supplied  $295,593,000, 
while  the  loans  stood  at  $872,574,000,  the  ratio  being 
1:2.9.» 

By  1863,  Secretary  Chase  was  convinced  of  the  un- 
soundness of  the  theory  upon  which  the  war  up  to  that 
time  had  been  financed,  and  in  his  annual  report  called 
attention  to  ''  the  great  importance  of  providing, 
beyond  all  contingency,  for  ordinary  expenditiu-es  and 
interest  on  debt,  and  for  the  largest  possible  amount 
of  extraordinary  expenditures,  by  taxation."  And  he 
added:  "It  is  hardly  too  much  —  perhaps  hardly 
enough  —  to  say  that  every  dollar  raised  for  extraordi- 
nary expenditures  or  reduction  of  debt  is  worth  two  in 
the  increased  value  of  national  secm^ties,  and  increased 
facilities  for  the  negotiation  of  indispensable  loans."  * 
Hindsight  is  always  easier  than  foresight,  but  it  isi 
usually  more  expensive;  and  the  dear  experience  which 
brought  Secretary  Chase  to  the  correct  position  which 
he  took  in  1863  ought  not  to  be  necessary  in  1917.  Since 
no  internal  revenue  system  existed  in  1861,  six  months 
or  a  year  would  have  elapsed  inevitably  before  increased 

>  For  thaw  figarcB  and  other  data  about  the  Civil  War  finances  see  Dewey,  op.  cit., 
pp.  208-330;  AdamB,  Public  DebU,  pp.  126-33. 

*  HouM  Ez.  Docs.,  vol.  vi,  no.  3,  pp.  10-12,  38th  Cong.,  Ist  Sess. 
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tax  revenue  could  have  been  procured,  but  there  was  no 
reason  why  in  1862  and  1863  the  treasury  might  not 
have  been  as  amply  supplied  as  it  was  in  1864  and  1865. 
As  Professor  Henry  C.  Adams,  to  whom  we  owe  the  first 
scientific  criticism  of  our  Civil  War  finances,  has  so 
justly  observed,  it  is  not  easy  to  overestimate  the 
financial  benefits  that  would  have  accrued  if  the 
receipts  from  internal  revenue  could  have  been  moved 
forward  by  two  years.  ^ 

In  the  Spanish  War  for  the  first  time  in  its  history  the 
United  States  followed  the  correct  theory  of  emergency 
financiering.  The  act  of  June  13,  1898,  which  author- 
ized a  loan  of  $200,000,000,  also  levied  new  internal 
taxes  which,  since  the  machinery  of  collection  was 
already  in  existence,  almost  immediately  increased  the 
tax  receipts  and  were  presently  furnishing  an  additional 
annual  revenue  of  some  $100,000,000.  The  war  was  of 
such  limited  scope  and  duration  that  the  older  theories 
of  Gallatin  and  Chase  could  have  been  followed  without 
causing  disaster.  But  the  sounder  policy  which  actually 
prevailed  has  established  a  safer  and  better  precedent 
which  should  be  followed  in  the  present  great  emergency. 
It  cannot  be  doubted  that,  in  the  words  of  Professor 
Adams,  ''  an  adequate  policy  for  the  management  of 
war  finances  is  a  tax  policy  assisted  by  credits  rather 
than  a  credit  policy  assisted  by  taxes."  * 

The  same  lesson  is  taught  by  the  experience  of  Great 
Britain  and  Germany  in  the  present  war.  German 
theory  and  practice  have  long  inclined  unduly  to  favor 
public  loans.  This  is  probably  due  in  some  measure  to 
the  influence  of  Karl  Dietzel,  who  taught  that  the  State 
is  a  part  of  the  capital  of  a  country,  and  that  outlays  for 
the  extension  and  strengthening  of  the  State  may  be 

>  Adams,  op.  cit.,  p.  182. 

*  H.  C.  Adams,  Science  of  Finance,  p.  642. 
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safely  financed  by  borrowing.^  It  is  due  also  to  the 
successful  financing  of  former  wars  by  loans  and  indem- 
nities. It  was  natural,  therefore,  that  the  German 
government  should  undertake  to  finance  the  present 
war  by  public  loans  which,  according  to  report,  have 
been  utilized  even  for  the  purpose  of  paying  interest. 
Only  recently  has  taxation  been  materiidly  increased, 
and  a  recent  outgiving  of  the  Kaiser  indicates  that  he 
finds  ground  for  satisfaction  in  the  fact  that  taxes  have 
now  been  levied  to  provide  for  interest  upon  war  loans. 
The  result  is  that  one  of  the  greatest  of  Germany's 
problems  today  is  the  state  of  her  finances,  and  that 
serious  doubt  is  expressed  concerning  the  success  of  the 
next  loans.  Upon  the  other  hand.  Great  Britain,  altho 
compelled  to  borrow  huge  smns,  has  steadily  increased 
her  revenue  from  taxation,  and  is  at  present  financing 
from  this  source  no  small  part  of  her  war  expendi- 
tiu-es.  So  far  as  the  outcome  of  the  war  depends  upon 
possession  of  the  longer  purse,  there  is  no  doubt  as  to 
which  antagonist  has  the  advantage  at  the  present 
time. 

There  are  three  main  reasons  why  the  exclusive  loan 
policy  has  always  failed  under  a  severe  and  protracted 
test.  Public  credit  depends  primarily  upon  the  ability 
and  willingness  of  a  government  to  support  loans  by 
substantial  revenues  from  taxation;  and  when  the  latter 
are  not  provided,  an  impairment  of  credit  inevitably 
follows.  In  the  second  place,  if  taxation  is  not  increased 
in  time  of  war,  private  expenditures  are  not  curtailed, 
and  the  government  must  bid  against  its  citizens  when 
it  purchases  supplies,  with  the  result  that  prices  rise  and 
inflation  naturally  ensues.  Finally  the  security  of  public 
loans  varies  inversely  as  their  volume,  so  that,  as  debts 
accumulate,  a  government's  obligations  at  last  become 

A  Dm  System  der  Stutsanleibon  (1855). 
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unattractive  to  investors.  Ordinary  prudence,  there- 
fore, dictates  that  a  war  should  be  financed  as  far  as 
practicable  by  increased  taxation,  and  that  loans  should 
be  employed  as  sparingly  as  possible. 


Ill 

The  failure  of  the  exclxisive  loan  policy  under  any 
severe  strain  and  the  evils  resulting  from  the  swollen 
national  debts  which  it  entails  have  led  not  unnaturally 
to  a  second  theory  of  emergency  financiering  which 
goes  to  the  opposite  extreme.  Early  in  the  nineteenth 
century  David  Bicardo,  impressed  by  the  condition  in 
which  Great  Britain  found  itself  in  1815,  contended 
that  wars  should  be  financed  whoUy  by  taxation;  and 
this  theory  now  finds  numerous  advocates  in  the  United 
States  who  would  have  the  government  avoid  all  loans, 
except  such  as  may  be  necessary  dining  the  first  few 
months,  and  finance  the  war  wholly  by  taxes  levied 
principally  upon  income  and  war  profits.  Since  the 
practical  difficulties  of  the  plan  are  tolerably  obvious, 
and  it  seems  evident  that  for  the  present,  at  least,  the 
government  is  unlikely  to  ventiu-e  upon  such  a  rash 
experiment,  I  will  not  undertake  to  consider  it  in  this 
paper. 

A  sound  program  of  war  finance  must  avoid  the 
extremes  of  exclxisive  reliance  upon  loans  and  exclusive 
reliance  upon  taxation.  It  will  draw  upon  the  supply  of 
loanable  capital  in  the  hands  of  investors,  and  will  also 
employ  taxation  to  as  great  an  extent  as  may  be  con- 
sistent with  the  welfare  of  industry.  It  must,  except  in 
direst  need,  avoid  imnecessary  strain  upon  any  part  of 
our  industrial  organization.  We  should  tax  heavily  in 
order  to  minimize  the  strain  upon  national  credit;  but 
we  must  permit  industry  to  prosper,  and  allow  time  for 
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the  readjustments  which  are  gomg  to  be  necessary. 
This  means  that  at  the  outset  we  must  rely  rather  more 
upon  loans  than  upon  taxation,  and  that,  as  the  war 
proceeds,  taxation  should  be  increased  as  rapidly  as 
experience  shows  this  to  be  practicable.  It  is  to  be 
hoped  that  this  is  what  President  Wilson  had  in  mind 
when  he  reconmiended  that  the  war  outlays  be  financed, 
'^  so  far  as  they  can  equitably  be  sustained  by  the 
present  generation,  by  well-conceived  taxation." 

There  can  be  no  doubt  that  the  tax  revenues  of  the 
government  can  be,  and  should  be,  increased  imme- 
diately by  not  less  than  $1,000,000,000.  Only  the  most 
careful  investigation  can  show  how  far  beyond  that 
figure  taxation  can  prudently  be  carried  this  year. 
Much  depends  upon  oiu*  forecast  of  business  conditions. 
If  these  can  be  expected  to  remain  as  favorable  as  they 
were  in  1916,  taxation  can  obviously  be  carried  further 
than  if  we  must  look  forward  to  a  year  of  less  prosperity. 
I  venture  in  the  most  tentative  way  to  offer  the  following 
su^estions. 

The  income  tax  should  be  increased  as  much  as  can 
be  done  without  forcing  too  severe  or  abrupt  readjust- 
ments. This  will  require  numerous  amendments  to  the 
present  law,  which  will  be  considered  in  the  concluding 
pages  of  this  article. 

The  recently  established  tax  upon  excess  profits, 
however  objectionable  in  ordinary  times,  can  be 
somewhat  increased,  but  ought  not  to  be  made  re- 
troactive if  that  can  possibly  be  avoided.  The  large 
profits  of  the  last  two  years  are  not  wholly  disposable 
income.  In  many  cases  they  must  go  to  pay  for  new 
plants,  or  are  needed  for  working  capital.  While  war 
contracts  have  proved  bonanzas  in  some  cases,  they 
have  involved  very  large  commitments  for  which  full 
payment  has  not  yet  been  made,  and  serious  results 
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might  follow  if  taxation  of  excess  profits  should  be 
carried  too  far. 

By  the  act  of  March  3,  1917,  the  rates  of  the  federal 
estate  tax  were  raised  to  very  high  figures,  which  ought 
not  to  be  increased.  Spinning  with  a  rate  of  1|  per 
cent  upon  estates  having  a  net  value  not  in  excess  of 
$50,000,  they  reach  the  figiu-e  of  6  per  cent  upon  the 
excess  of  any  estate  above  $250,000, 9  per  cent  upon  the 
excess  of  any  estate  above  $1,000,000,  and  15  per  cent 
upon  the  excess  of  any  estate  above  $5,000,000.  Taken 
in  connection  with  the  inheritance  taxes  levied  by  the 
states,  these  rates  are  probably  excessive.  Since  an 
estate  or  an  inheritance  tax  does  not  fall  equally  upon 
all  property  in  any  year,  but  only  upon  property  trans- 
ferred in  a  particular  way,  its  rate  should  be  stable,  in 
order  that  the  amount  of  tax  paid  shall  depend  upon  the 
size  of  a  man's  estate  and  not  upon  the  year  in  which  he 
dies.  It  is,  therefore,  not  fit  to  be  used  as  an  emergency 
tax,  and  increase  of  the  present  rates  should  be  avoided. 
After  the  war  is  over,  some  understanding  and  adjust- 
ment must  be  reached  in  state  and  federal  taxation  of 
inheritances.  The  claims  of  the  states  cannot  be  con- 
sidered now,  but  the  federal  government  should  at  least 
avoid  making  a  bad  situation  worse.  It  is  to  be  hoped 
also  that  Congress  will  not  omit  to  make  some  adjust- 
ment for  those  who  may  lose  their  lives  at  the  front. 

The  taxes  upon  tobacco,  beer,  and  spirits  should  be 
immediately  increased.  That  on  spirits  could  probably 
be  raised  to  $1.50  per  proof  gallon  without  making  it 
difficult  to  enforce,  and  if  the  Bureau  of  Internal 
Revenue  so  advises,  should  be  increased  to  $2.00  per 
proof  gallon.  That  upon  beer  ought  to  be  raised  to  at 
least  $2.00,  the  rate  which  prevailed  during  the  Spanish 
War,  and  unless  administrative  reasons  forbid,  should 
be  increased  to  $2.50  or  $3.00.    The  tax  upon  tobacco 
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is  much  lower  than  is  imposed  by  many  other  countries, 
and  I  see  no  reason  why  it  should  not  be  advanced  to 
twenty  cents  per  pound  upon  smoking  and  chewing 
tobacco,  with  a  corresponding  increase  in  the  rate  upon 
cigars  and  cigarettes.  From  these  three  duties  an  addi- 
tional annual  revenue  of  $150,000,000  and  upward  can 
probably  be  obtained. 

Stamp  taxes,  such  as  were  levied  during  the  Spanish 
War,  should  at  once  be  reimposed,  and  with  such  rates 
as  would  be  justified  in  the  present  emergency  might 
readily  be  made  to  yield  from  $80,000,000  to  $100,000,- 
000.  To  these  should  certainly  be  added  taxes  upon 
theatre  tickets  and  tickets  of  admission  to  moving 
picture  exhibitions,  while  advertisements  of  all  descrip- 
tions might  well  be  laid  under  contribution. 

A  heavy  tax  ought  to  be  levied  upon  gasoline,  since 
the  government  will  have  to  piu-chase  large  amounts  of 
this  conunodity  for  its  own  use  and  ought  to  discourage 
consumption  by  automobiles  and  motor  boats. 

Finally,  import  duties  should  be  imposed  upon  tea, 
coffee,  and  cocoa,  which  are  now  untaxed  and  could 
readily  yield  $60,000,000  per  annum.  There  are  doubt- 
less other  imported  luxuries  upon  which  duties  can  be 
increased.  It  would  seem  also  that  the  present  emer- 
gency calls  for  the  restoration  of  the  sugar  duty  to  the 
point  of  maximum  revenue. 

All  these  suggestions,  with  the  exception  of  that 
relating  to  sugar,  are  premised  on  the  theory  that  it  is 
practicable  and  desirable  to  raise  somewhat  more  than 
$1,000,000,000  from  taxes  that  will  not  tend  to  increase 
the  cost  of  articles  necessary  for  subsistence.  More 
detailed  investigation,  such  as  I  have  not  had  oppor- 
tunity to  make,  might  show  that  very  much  more 
revenue  can  be  raised  without  undesirable  results;  and 
if  so,  taxation  ought  to  be  carried  further  than  I  have 
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ventured  to  surest.  But^  whatever  plan  of  finance 
may  be  adopted,  we  can  hardly  avoid  an  upward  tend- 
ency of  prices  during  the  coming  year,  and  such  a 
tendency  ought  not  to  be  accentuated  by  a  general 
excise  system  such  as  was  introduced  during  the  Civil 
War.  If  later  on  more  revenue  is  needed  than  can  be 
obtained  from  other  taxes,  it  will  be  possible  to  make 
a  more  extensive  use  of  customs  and  excises,  but  for  the 
present  this  should  be  avoided.  It  is  obvious,  therefore, 
that  the  suggestions  here  made  leave  untapped  vast  re- 
soiu'ces  of  indirect  taxation  upon  which  the  government 
can  draw  in  case  of  need. 

As  this  is  written,  the  Treasury  Department  has  just 
given  out  a  comprehensive  plan  for  the  first  war  loans. 
Since  this  may  be  subject  to  change,  I  will  not  consider 
it  in  detail  but  will  confine  myself  to  some  general 
observations  concerning  public  borrowing  in  time  of 
war. 

It  is  to  be  hoped  that  the  government,  whatever  else 
it  does,  will  minimize  its  use  of  transferable  certificates 
or  obligations.  Such  evidences  of  indebtedness,  even  tho 
issued  in  large  denominations,  can  serve  to  some  extent 
as  a  medium  of  exchange,  and  therefore  are  very  dan- 
gerous. One  of  the  great  evils  of  Civil  War  finance  was 
the  large  resort  to  short  term  notes  and  certificates 
which  more  or  less  contributed  to  the  inflation  of  the 
period.  If  money  is  needed  during  the  next  few  months 
in  anticipation  of  taxes  or  permanent  loans,  the  govern- 
ment ought  to  borrow  from  the  banks  in  the  ordinary 
way,  and  avoid,  if  possible,  the  issue  of  transferable 
notes  or  certificates.  Any  temporary  obligations  issued 
should  be  in  large  denominations,  should  run  for  short 
periods,  and  should  be  transferable  only  by  r^istration. 
This  may  require  a  somewhat  higher  rate  of  interest, 
but  that  is  a  small  consideration  compared  with  the 
danger  of  inflation. 
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The  important  thing,  to  which  other  considerations 
for  the  time  being  should  be  subordinated,  is  to  issue 
long  term  loans  t^at  will  be  attractive  as  permanent 
investments.  This  requires  first  of  all  that  such  loans 
shall  be  convertible  into  any  others  that  may  subse- 
quently be  issued  at  higher  rates  of  interest,  and  very 
wisely  the  Treasury  Department  has  provided  for  this 
in  the  bill  recently  submitted  to  Congress.  All  investors 
should  be  treated  alike,  and  the  first  issues  will  certainly 
not  be  as  well  received  if  subscribers  face  the  possibiUty 
that  the  value  of  bonds  may  subsequently  fall  as  a 
result  of  the  issue  of  new  loans  at  higher  rates  of  interest. 

It  is  further  important  that  the  Treasury  should  be 
authorized  to  deposit  in  any  banks  the  money  raised  by 
loans.  The  huge  sums  needed  ought  not  to  be  with- 
drawn from  the  ordinary  commercial  banks  and  accu- 
mulated either  in  the  federal  treasury  or  to  an  imdue 
extent  in  the  Federal  Reserve  Banks.  They  should  be 
kept  as  nearly  as  possible  in  their  accustomed  places  in 
order  to  minimize  the  disturbance  occasioned  by  the 
loans.  This  arrangement  will  obviously  give  to  all 
banks  greater  ability  to  encoiutige  and  assist  their 
depoffltors  to  subscribe  to  the  loans. 

Another  leading  consideration  is  that  controUabiUty 
is  more  important  than  the  rate  of  interest  which  the 
government  pasrs  during  the  diutttion  of  the  war.  For 
emergency  financiering  it  is  probable  that  no  better 
security  can  be  devised  than  a  &~20  or  5-25  bond, 
redeemable  at  the  option  of  the  government  after  five 
years,  and  payable  at  the  end  of  twenty  or  twenty-five 
years.  Experience  with  oiu-  federal  sinking  fund  has 
been  so  xmsatisf actory  tiiat  it  ought  to  be  provided  tiiat, 
after  the  war,  the  present  loans  should  be  payable  on  the 
serial  plan  in  equal  annual  instalments.  Provision 
should  be  made,  however,  that,  in  case  of  a  future  war, 
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the  govemment  should  be  permitted  to  suspend  redemp- 
tion in  order  that  it  may  never  be  in  a  position  where  it 
will  be  obliged  to  pay  off  instalments  of  old  debt  while 
contracting  new  loans  at  a  higher  rate  of  interest.  War 
loans  of  the  United  States  should  first  of  all  be  controll- 
able so  that  they  may  be  refunded  upon  more  favorable 
terms,  if  that  becomes  possible  after  the  war;  and  pro- 
vision should  then  be  made  to  insure  their  repayment 
within  a  reasonable  number  of  years. 

It  would  be  a  great  mistake  at  this  juncture  to  regard 
the  rate  of  interest  paid  during  the  war  as  the  primary 
consideration.  Rapid  absorption  of  loans  by  permanent 
investors  is  vastly  more  important.  In  proposing  to 
borrow  |5,000,000;000  at  3|  per  cent  the  govemment 
is  stressing  the  wrong  factor  in  the  problem;  and  in 
order  to  do  this,  is  making  a  bad  bargain  by  exempt- 
ing the  bonds  from  the  income  tax,  as  will  be  pointed 
out  later.  Unusual  conditions  may  enable  the  United 
States  to  float,  in  instalments,  $5,000,000,000  of  bonds 
at  3^  per  cent,  but  nothing  except  a  bad  bargain  with 
income  taxpayers  will  make  that  possible.  The  moment 
tinf'  ^subscriptions  lag,  it  is  very  important  that  the  rate 
of  interest  should  be  permanently  increased.  At  such  a 
time  there  will  be  temptation  to  resort  to  temporary 
financing  which  may  injure  the  credit  of  the  govemment 
and  easily  take  a  form  that  will  cause  inflation.  This 
was  one  of  the  principal  errors  committed  during  the 
Civil  War,  and  it  ought  not  to  be  repeated  today.  If 
provision  is  made  by  which  bonds  may  be  refunded  at 
the  end  of  five  years,  it  will  be  far  cheaper  for  the 
govemment  to  offer  a  higher  rate  of  interest  and  avoid 
temporary  expedients  that  are  likely  to  increase  greatly 
the  cost  of  the  war. 

Another  thing  to  be  avoided,  if  possible,  is  comman- 
deering the  resources  of  the  Federal  Reserve  Banks  and 
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the  other  banks  that  are  members  of  the  reserve  system. 
Financial  institutions  must,  indeed,  do  their  utmost 
to  facilitate  the  floating  of  loans,  and  they  should  also 
make  such  temporary  loans  to  the  government  as  their 
condition  will  permit.  But  if  serious  trouble  is  to  be 
avoided,  the  resources  of  all  banks  should  be  kept  as 
liquid  as  possible,  and  they  should  not  be  expected  to 
absorb  a  large  part  of  the  permanent  loans.  We  are 
entering  upon  a  period  of  readjustment,  and  the  banks 
should  be  permitted  to  fimction  as  nearly  as  possible  in 
a  normal  manner.  Every  dollar  taken  from  the  liquid 
resources  of  the  banks  may  diminish  by  three  or  four 
their  ability  to  assist  in  placing  permanent  loans. 


IV 

Whatever  plan  of  finance  may  be  adopted,  it  is  cer- 
tain that  the  income  tax  must  be  materially  increased; 
and  I  shall  conclude  this  paper  with  some  observations 
concerning  that  tax. 

The  exemptions  now  granted  imder  the  normal  tax 
are  much  too  high,  and  should  be  reduced.  In  1  3/ 
liberal  exemptions  were  justified  on  piu^ely  adminis- 
trative groimds,  if  upon  no  other,  but  today  the  tax  is  in 
successful  operation  and  such  considerations  no  longer 
control.  I  venture  to  suggest  that  the  exemption  to  a 
single  individual  be  reduced  to  $1000,  and  that  an 
exemption  of  $2000  be  granted  to  husband  and  wife. 
An  additional  exemption  of  $200  might  then  be  made 
for  each  minor  child  up  to  the  number  of  five,  with  the 
result  that  for  a  family  of  seven  persons  the  total  exemp- 
tion would  be  $3000.  Such  an  arrangement  would 
yield  a  substantial  amoimt  of  revenue  from  incomes 
that  now  contribute  nothing,  and  would  still  allow  a 
generous  scale  of  exemptions. 
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In  the  next  place,  specific  and  effective  provision 
should  be  made  for  including  in  a  person's  taxable 
income  the  fair  rental  value  of  a  dwelling-house  occu- 
pied by  the  owner  and  the  fair  value  of  produce  con- 
sumed on  a  farm.  The  exemption  of  these  items 
introduces  into  the  present  law  a  serious  inequality, 
since  it  exempts  an  important  part  of  the  real  income  of 
certain  classes  of  taxpayers  while  other  classes  are  taxed 
upon  money  incomes  expended  for  house  rent  and 
household  supplies. 

The  ordinary  tax  upon  corporations  will  be  difficult 
to  increase  without  changes  in  the  provisions  relating 
to  collection  at  source.  At  present  the  average  cor- 
poration is  obliged  to  assume  payment  of  the  ordinary 
tax  upon  bond  interest  and  upon  that  part  of  the  profits 
distributed  to  holders  of  preferred  stock.  It  therefore 
comes  about,  if  the  tax  is  not  shifted,  that  the  holders 
of  common  stock  may  be  taxed  at  two  or  three  times  the 
ordinary  rate.  Fiuiiher  than  this,  the  present  law,  by 
refusing  to  grant  a  deduction  for  taxes  paid  by  subsid- 
iary corporations,  imposes  a  multiple  tax  upon  some 
portions  of  the  income  of  many  companies;  with  the 
result  that,  if  the  ordinary  tax  is  increased,  the  burden 
of  such  multiple  taxation  may  become  very  serious. 
With  a  rate  of  5  per  cent,  which  might  not  otherwise  be 
excessive,  some  corporations  would  be  compelled  to  pay 
taxes  amounting  to  10  or  even  15  per  cent  of  the  income 
available  for  distribution  to  holders  of  common  stock. 
This  difficulty  may  not  have  been  great  when  the  rate  of 
taxation  was  one  per  cent,  but  it  cannot  be  left  out  of 
accoimt  if  the  rate  is  to  be  increased  to  meet  the  present 
emergency. 

I  have  discussed  in  another  place  ^  the  problems 
arising  from  the  attempt  to  collect  the  ordinary  tax  at 

1  IVooMdioflB  of  the  National  Tax  Association,  vol.  rm,  pp.  364-79. 
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the  source,  and  will  not  dwell  upon  the  subject  in  this 
paper.  But  it  is  clear  that  the  present  law,  in  its  appli- 
cation to  corporations,  has  given  us  in  effect  a  business 
tax  which  exempts  large  numbers  of  investors  and  falls 
with  very  unequal  weight  upon  holders  of  common  stock. 
In  the  case  of  public  service  companies,  the  present  tax 
imposes  a  burden  which  must  be  taken  into  account  in 
the  adjustment  of  rates,  and  is  bound  to  be  shifted  in  the 
long  run  either  in  the  form  of  higher  chaises  or  poorer 
service.  Regulating  commissions  may,  indeed,  proceed 
upon  the  theory  that  taxes  should  be  disregarded  in 
determining  reasonable  rates;  but  recurring  chaises 
cannot  be  met  indefinitely  out  of  surplus  account,  and 
in  some  cases  surpluses  have  already  fallen  below  the 
point  where  they  should  be  maintained  in  order  to  pro- 
tect the  credit  of  the  companies.  Collection  at  the 
source,  when  it  was  adopted,  seemed  to  offer  important 
advantages  in  administration,  but  it  has  produced  other 
results  which  must  now  be  taken  into  account  if  the  rate 
of  the  ordinary  tax  is  to  be  increased. 

By  the  introduction  of  a  system  of  information  at  the 
source,  the  difficulties  now  attending  the  operation  of 
the  ordinary  tax  could  be  wholly  removed,  and  the 
burden  of  that  tax  would  be  placed  upon  investors  where 
it  really  belongs.  Such  a  system  would  be  quite  as 
effective  in  preventing  evasion  of  the  ordinary  tax,  and 
it  would  give  the  government  a  great  deal  of  valuable 
information  it  does  not  now  possess  concerning  incomes 
subject  to  the  additional  tax.  The  experience  of  Wis- 
consin and,  more  recently,  that  of  Massachusetts  have 
shown  that,  with  just  and  effective  administration,  a 
£fystem  of  personal  returns,  supplemented  by  informa- 
tion at  source,  will  insure  collection  of  the  tax;  so  that 
there  is  now  no  reason  to  suppose  that  the  federal 
government  cannot  tax  incomes  unless  it  employs  the 
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method  of  collection  at  source.  During  the  present 
year  under  the  Massachusetts  mcome  tax  more  than 
180,000  returns  have  been  received,  and  it  is  already 
evident  that  the  tax  has  been  a  success.  The  state  now 
has  a  large  body  of  information  which  would  be  useful 
to  the  federal  collectors,  and  if  the  United  States  would 
adopt  the  principle  of  information  at  source,  provision 
could  then  be  made  for  most  helpful  cooperation 
between  federal  and  state  authorities  in  taxing  incomes. 

The  additional  tax  levied  by  the  federal  government  is 
now  imposed  upon  investors,  as  the  ordinary  tax  ought 
to  be.  It  has  therefore  avoided  the  difficulties  to  which 
I  have  just  referred,  but  imfortunately  encounters 
another  difficulty.  Since  it  is  a  progressive  tax,  it  ought 
to  be  imposed  upon  the  whole  income  of  the  taxpayer, 
because  it  proceeds  upon  the  theory  that  ability  to  con- 
tribute increases  with  the  size  of  a  man's  income.  But 
the  present  law  exempts  income  from  United  States 
bonds,  from  the  obligations  of  a  state  or  any  political 
subdivision  thereof,  and  from  securities  issued  under  the 
provisions  of  the  Federal  Farm  Loan  Act  of  1916.  The 
result  is  that  the  scale  of  progression  is  in  practice 
governed  not  by  the  amount  of  a  taxpayer's  income,  but 
by  the  character  of  his  investments.  Even  with  its 
present  rates,  the  additional  tax  has  created  an  artifi- 
cial demand  for  tax-exempt  securities;  and  if  the  rates 
are  increased,  this  demand  will  be  greatly  intensified. 

Assmning  that  the  interest  on  outstanding  bonds  of 
the  United  States  must  in  any  case  be  exempt,  it  is  all 
the  more  important  that  a  correct  policy  should  be  fol- 
lowed in  respect  to  new  loans.  If  the  government  were 
levying  only  a  proportional  tax,  it  could  reasonably 
expect  that  exemption  of  the  bonds  would  lead  to  a 
corresponding  enhancement  of  their  prices.  But  the 
additional  tax  gives  to  large  investors  a  much  greater 
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inducement  to  purchase  government  bonds  than  the 
ordinary  tax  gives  to  the  small  investor,  and  it  is  certain 
that  the  price  of  the  bonds  will  not  be  enhanced  to  a 
degree  commensurate  with  the  exemption  secured  by 
persons  having  large  incomes.  To  this  point  attention 
has  already  been  called  by  Professor  T.  S.  Adams.^  It  is 
true,  of  course,  that  if  people  with  the  largest  incomes 
could,  or  would,  absorb  the  whole  of  the  new  loans,  the 
price  of  bonds  would  be  increased  to  an  extent  commen- 
siu*ate  with  the  advantage  of  exemption  from  the  addi- 
tional tax.  But  a  great  part  of  the  loans  must  be  taken 
by  persons  with  smaller  incomes  who  will  not  pay  so 
great  a  premimn  for  them,  and  the  price  will  be  fixed  by 
this  class  of  marginal  investors.  If,  therefore,  the  bonds 
are  exempted,  it  is  clear  that  the  government  will  not 
receive  in  the  form  of  a  higher  price  an  equivalent  of  the 
exemption  from  the  additional  tax,  which  exemption,  be 
it  noted,  not  only  relieves  large  taxpayers  from  taxation 
upon  interest  received  from  the  government,  but  also 
reduces  the  rate  of  the  additional  tax  upon  the  rest  of 
their  income.  This  difficulty  may  not  at  the  present 
moment  offset  the  advantage  derived  from  a  rapid 
absorption  of  the  war  loans,  which  is  manifestly  the 
great  desideratmn.  But  it  is  an  additional  reason  for 
providing  that  the  loans  shall  be  redeemable  at  the 
expiration  of  five  years. 

In  any  event,  it  is  clear  that  the  exemption  of  state 
and  municipal  bonds  and  the  exemption  of  securities 
hereafter  issued  under  the  Farm  Loan  Act  ought  not  to 
be  continued.  The  latter  exemption  may  be  small 
today,  but  it  will  steadily  increase  in  importance,  and 
will  vitiate  the  operation  of  the  progressive  tax  as  long 
as  it  continues.  The  former  is  already  important,  and 
should  receive  immediate  consideration.     State  and 

1  The  N«ir  RapubUo.  April  7, 1017. 
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municipal  bonds  for  two  or  three  years  pa^  have  been 
in  unusual  demand  because  they  are  free  from  the 
federal  income  tax.  As  the  rate  of  the  additional  tax  is 
increased,  it  is  obvious  that  there  will  be  a  greater 
artificial  demand  for  such  securities^  which  would  be 
undesirable  under  any  circumstances  and  is  positively 
dangerous  now.  This  is  not  a  time  when  states  and 
municipalities  should  compete  with  the  United  States 
for  loans,  so  that  the  situation  calls  imperatively  for 
taxation  of  state  and  municipal  obligations.  It  is  true 
that  in  the  case  of  Pollock  v.  the  Farmers'  Loan  and 
Trust  CJompany,  in  1895,  the  Supreme  CJoiurt  of  the 
United  States  held  that  the  federal  government  had  no 
power  to  tax  state  and  municipal  bonds.  But  this 
decision  has  been  overruled  by  the  adoption  of  the  six- 
teenth amendment,  which  expressly  authorizes  Congress 
tolevy  taxesonincomes  "  from  whatever  source  derived." 
Upon  other  groimds  it  would  be  desirable  to  bring  to  an 
end  the  policy  of  exempting  any  class  of  securities  from 
the  income  tax,  since  such  exemption  creates  a  large  class 
of  investors  who,  to  the  extent  that  they  hold  "  non-tax- 
ables,''  have  no  interest  in  governmental  expenditures. 
With  the  adoption  of  highly  progressive  rates,  the  policy 
of  exemption  becomes  a  rank  absiu*dity,  and  the  present 
is  certainly  the  time  to  bring  it  to  an  end. 

Readjustment  of  the  rates  of  the  income  tax  will,  of 
course,  be  necessary.  If  the  normal  tax  could  be  reor- 
ganized so  as  to  place  the  biu*den  upon  the  right 
shoulders,  its  rate  could  be  increased  to  5  per  cent.  If 
such  reorganization  is  not  effected,  the  rate  of  the  ordin- 
ary tax  should  probably  be  left  at  about  its  present 
figure,  and  the  additional  tax  should  be  imposed  upon 
incomes  in  excess  of  $4000  or  $5000.  For  the  year  1917 
the  maximum  rate  on  incomes  subject  to  the  additional 
tax  should  not  exceed  25  per  cent.    Since  revenue  ia 
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immediately  needed,  perhaps  the  best  course  would  be 
to  make  a  surcharge  of  50  per  cent  upon  all  income 
taxes  levied  this  spring  under  the  act  of  September  8, 
1916.  This  would  give  a  maximum  rate  of  19}  per  cent 
for  the  additional  tax  upon  increments  of  income  in 
excess  of  $2,000,000;  to  which  would  be  added  2  per 
cent  more  on  account  of  the  normal  tax.  For  the  taxes 
levied  in  1918  in  respect  of  incomes  received  or  accrued 
during  the  year  1917,  higher  rates  will  be  desirable;  and 
if  the  war  should  continue  for  three  years,  still  higher 
rates  must  be  imposed.  It  is  probable  that  for  1918  the 
additional  tax,  without  injury  to  industry,  can  be  raised 
to  40  per  cent  upon  increments  of  income  subject  to 
the  highest  rate  and  that  the  following  year  it  can  be 
increased  to  50  per  cent.  In  this  matter,  however,  Ck>n- 
gress  should  be  guided  by  the  conditions  of  business  at 
the  time  decision  is  made,  and  it  would  be  rash  to  try  to 
determine  at  the  present  moment  precisely  what  the 
ultimate  limits  of  income  taxation  ought  to  be. 

The  general  principle  to  be  followed  is  that  of  charg- 
ing what  industry  will  bear.  For  the  year  1917  com- 
mitments have  b^n  made,  and  only  a  certain  amount  of 
readjustment  is  desirable  or  possible.  In  1918,  however, 
many  readjustments  will  have  been  effected,  and  the 
income  tax  can  be  increased  to  a  figure  which  would  not 
be  justified  at  the  present  moment.  It  is  not  a  question 
of  duty  or  willingness  to  contribute,  but  one  of  changing 
industries  and  investment  markets  from  a  peace  to  a  war 
footing.  The  purpose  of  Congress  should  be  to  effect 
this  transition  in  such  a  manner  as  not  to  decrease  the 
amount  of  taxable  income,  and  therefore  the  source  of 
revenue,  available  in  the  second  and  third  years  of  what 
may  prove  to  be  a  protracted  war. 

Chableb  J.  Bullock. 
Habyabd  Uniybbbitt. 
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INTERNATIONAL  TRADE  UNDER  DEPRECI- 
ATED PAPER.    A  CONTRIBUTION  TO 
THEORY 

SUMMARY 

I.  An  assumed  case  of  large  foreign  borrowing  by  a  paper  mon^ 
country,  381.  —  Consequences  on  the  rates  of  foreign  exchange,  382.  — 
A  digression:  present  conditions  in  Germany  and  Europe  abnormal, 
and  little  pertinent  to  this  discussion,  384.  —  Effects  under  ordinary 
conditions  on  the  prices  of  exported  and  imported  goods,  386.  —  A 
transition  stage;  is  there  a  bounty  on  exports?  388.  —  II.  Ultimate 
effects,  as  they  would  be  if  both  countries  were  on  the  gold  basis,  391.  — 
In  what  way,  in  such  case,  international  lending  may  lead  directly  to 
increased  exports  of  merchandise,  392.  —  But  increased  exports  are 
usually  the  indirect  consequence  of  gold  movements,  394. — Resulting 
changes  in  relative  wages  and  prices,  395.  —  No  such  mechanism,  how- 
ever, in  case  of  depreciated  paper,  396.  —  An  analogous  result,  yet  a 
different  one,  through  the  movement  of  goods,  397.  —  III.  Difficulty  of 
verifying  this  analysis  through  inductive  inquiry,  400. — Partial  veri- 
fication of  a  confirmatory  character  not  impossible,  402. 

The  usual  statement  of  the  theory  of  mtemational 
trade  and  of  the  foreign  exchanges  assumes  that  the 
same  metal  —  gold,  —  is  the  basis  of  the  circulating 
medium  in  the  trading  countries,  and  moves  freely  from 
one  to  another.  The  quotations  of  foreign  exchange 
range  between  the  narrow  limits  of  the  gold  points.  A 
comparatively  slight  disturbance  of  international  pay- 
ments leads  to  a  flow  of  specie,  and  sets  in  motion  a 
train  of  forces,  either  in  the  money  market  in  the  nar- 
rower sense  or  in  the  general  price  market,  which  tend  to 
check  the  flow  of  specie  and  bring  about  a  new  equi- 
librium. It  is  obvious,  however,  that  this  machinery 
cannot  operate  under  dislocated  exchanges,  where  the 
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monetary  systems  of  the  trading  countries  do  not  rest 
on  the  same  basis.  The  mechanism  is  necessarily  dif- 
ferent. Then  the  transactions  between  comitries  are 
affected  by  fluctuations  in  foreign  exchange  much 
greater,  as  well  as  more  rapid,  than  can  take  place  where 
all  are  on  the  gold  standard;  the  compensating  influence 
of  gold  shipments  is  lacking. 

Much  as  has  been  written  upon  this  subject,  especially 
in  connection  with  the  changes  in  the  price  of  silver  and 
the  consequent  fluctuations  in  exchange  between  gold- 
using  and  silver-using  countries,  the  theoretic  aspects 
of  the  problem  have  not  been  exhausted.  More  par- 
ticularly the  course  of  "international  values"  has 
received  scant  attention;  meaning  by  that  term  not  the 
foreign  exchanges,  but  the  eventual  outcome  in  the 
barter  of  conunodities  for  conmiodities  between  nations, 
and  so  in  the  gains  ultimately  secured  from  international 
trade.  The  present  paper  deals  not  only  with  the  mode 
in  which  the  mechanism  functions  under  the  quasi- 
abnormal  conditions,  but  also  with  the  ultimate  con- 
sequences on  international  barter  under  these  same 
conditions. 


For  the  purpose  of  analyzing  and  illustrating  the 
principles  involved,  resort  may  be  made  to  the  familiar 
method  of  hypothetical  isolation  of  causes.  Let  it  be 
assumed  that  there  are  two  coimtries,  Great  Britain 
and  the  United  States,  one  of  them  imder  a  gold  stand- 
ard, the  other  having  inconvertible  paper  currency. 
This,  of  course,  was  in  fact  the  situation  during  the 
period  from  1862  to  1879.  Let  it  be  assumed  further 
that  at  the  outset  foreign  trade  between  the  two  coun- 
tries is  simple  and  is  at  equilibritun  —  that  there  are 
merchandise  transactions  only,  and  that  the  specie 
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value  of  the  imports  balances  the  specie  value  of  the 
exports.  It  is  a  natural  and  probably  necessary  part  of 
this  general  assumption  to  suppose  also  that  the  specie 
premimn  in  the  United  States  conforms  to,  and  is  indic- 
ative of,  the  real  depreciation  of  the  paper  —  that  is, 
the  advance  of  general  prices  above  the  level  at  which 
they  would  be  imder  a  gold  standard.  Such  is  tolerably 
certain  to  be  the  case  when  things  have  settled  down; 
then  the  specie  premium  conforms  to  the  price  level; 
and,  as  is  proper  in  this  sort  ^f  inquiry,  we  start  our 
hypothetical  analysis  with  a  settled  state. 

Suppose  now  that  a  new  factor  enters  into  the  trade 
between  the  two  countries.  Let  it  be  heavy  borrowing 
by  the  United  States  —  what  is  called  an  export  of 
capital  from  Great  Britain.  Sundry  individuals  or  cor- 
porations in  New  York  borrow  heavily  in  London  and 
are  entitled  to  receive  fimds  from  London.  What  will 
be  the  consequences  upon  the  foreign  exchanges  and  the 
course  of  international  trade  ? 

The  first  result  will  be  a  larger  offering  of  bills  on 
London  in  the  New  York  foreign  exchange  market. 
This  is  the  necessary  consequence  if  the  tenor  of  the 
particular  transactions,  or  of  any  part  of  them,  is  such 
that  the  New  York  borrowers  are  given  the  right  to  draw 
upon  the  London  lenders  and  therefore  have  sterling 
exchange  to  sell  in  New  York.  It  is  conceivable,  of 
course,  that  the  tenor  of  all  the  transactions  should  run 
the  other  way;  that  the  London  lenders  should  engage 
to  transmit  to  New  York,  and  that  the  first  step  in  the 
series  would  be  taken  in  the  London  market  alone. 
Then  all  the  London  lenders  would  appear  in  that 
market  as  demanders  of  New  York  exchange.  The  effect 
of  the  two  sorts  of  transactions,  of  course,  soon  becomes 
almost  identically  the  same.^    For  the  purposes  of  the 

>  Aa  A  matter  of  f aet  the  tnuBMotiona  between  London  and  New  York  uauaOy  take 
plaee  in  the  way  fint  mentioned,  that  is,  in  the  New  York  market  for  sterling  esehance. 
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present  discussion  the  simplest  mode  of  dealing  with 
the  problems  is  to  suppose  that  half  the  transactions 
take  place  in  the  one  way  and  half  of  them  in  the  other. 
One-half  then  result  in  a  demand  in  London  for  New 
York  exchange  in  greater  quantity  than  before;  the 
other  half  result  in  the  offer  of  sterling  exchange  in  New 
York  in  greater  quantity  than  before. 
.  Sterling  exchange  consequently  goes  down  in  price  in 
New  York.  More  bills  are  offered;  by  supposition  there 
is  nothing  to  change  the  conditions  of  demand;  sterling 
exchange  must  fall.  But  sterling  exchange  runs  parallel 
to  the  specie  premium  and  indeed  may  be  the  sole  indi- 
cation of  the  existence  of  a  premium.  It  means  the  same 
thing  as  command  over  gold.  Not  identically  the  same 
thing,  of  course.  Sterling  exchange  is  not  equivalent  to 
an  immediate  supply  of  gold,  deliverable  at  once;  it 
means  a  supply  available  for  delivery  within  a  fortnight 
or  so.^  There  may  be  the  same  divergence  between 
sterling  exchange  and  the  gold  premium  which  there 
may  be  under  normal  conditions  between  sterling 
exchange  and  gold  parity.  This  cause  of  divergence, 
presumably  of  sUght  quantitative  importance  as  com- 
pared with  the  gold  premium,  may  be  neglected  for  the 
purpose  of  the  present  inquiry.  Substantially,  sterling 
exchange  means  gold,  and  a  fall  in  sterling  exchange 
means  a  fall  in  the  specie  premium. 

This  consonance  between  foreign  exchange  and  the 
specie  premium,  it  need  hardly  be  remarked,  appears 
with  exactness  only  under  normal  commercial  and 
financial  conditions.  It  is  not  to  be  looked  for  when 
imports  and  exports  take  place  irregularly  and  uncer- 
tainly, and  when  the  flow  of  specie  from  country  to 
country  is  interrupted.    Under  such  conditions,  for 

1  Thb  p«iod  WM  At  leMi  a  month  before  the  pemuuieiit  eetabhahment  of  cable 
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example,  as  have  existed  in  Germany  during  the  last 
year  or  two  (1915-16),  it  would  be  unwarranted  to  use 
foreign  (gold)  exchange  as  a  certain  indication  of  gold 
premitun  and  paper  depreciation.  True,  Germany,  like 
most  of  the  waning  countries,  is  on  a  paper  basis. 
Under  ordinary  conditions,  in  a  paper-using  country, 
exchange  on  a  gold  standard  coimtry  means  a  command 
of  gold  at  an  early  date  and  with  insignificant  trans- 
portation expense.  But  obviously  this  is  not  the  case 
with  Germany  at  the  present  time.  The  interruption  of 
trade  is  so  complete  that  in  Berlin  exchange  on  the 
United  States,  for  example,  means  a  very  imcertain 
command  over  gold.  The  same  is  true,  tho  with  a  less 
degree  of  uncertainty,  of  Scandinavian  and  Swiss  ex- 
change. And  the  situation  is  similar  as  regards  mark 
exchange  in  New  York.  Under  normal  conditions  of 
international  trade  the  holder  of  a  bill  on  Berlin  would 
have  the  option  of  sending  his  bill  to  Germany,  buying 
German  goods,  and  bringing  the  German  goods  to  New 
York  for  sale.  His  bill  would  be  convertible  not  indeed 
into  German  gold,  but  into  German  goods,  and  its  value 
in  New  York  would  depend  upon  the  prices  at  which  he 
could  buy  goods  in  Berlin  and  sell  them  in  New  York  — 
in  other  words,  on  the  price  levels  in  the  two  countries. 
But  nothing  of  this  sort  is  to  be  predicated  under  exist- 
ing conditions.  Goods  cannot  move  from  Germany  to 
the  important  gold-using  countries,  just  as  gold  cannot 
move  from  these  coimtries  to  Germany.  Foreign  ex- 
change in  Germany  is  not  now  subject  to  the  steadying 
influence  of  the  ordinary  operations  of  intemationid 
trade. 

Hence  the  present  situation  in  Germany  differs  radi- 
cally from  that  of  the  United  States  during  the  paper 
money  period,  or  of  Chile  at  the  present  time.  With  a 
free  market  for  gold  and  for  commodities,  we  may 
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assume  confidently  an  almost  exact  parallelism  between 
foreign  exchange  and  the  price  of  gold.  Indeed  it  is 
inmiaterial  whether  the  paper  price  of  gold  be  quoted 
directly  at  all — as  it  was,  for  example,  in  the  New  York 
gold  room  from  1862  to  1879.  The  quotations  of  foreign 
exchange  teU  the  tale;  they  register  the  depreciation  of 
the  paper  in  terms  of  gold.  Under  such  conditions  as 
now  prevail  in  Grermany,  on  the  other  hand,  foreign 
exchange  is  by  no  means  a  certain  gauge  of  depreciation 
even  in  terms  of  gold.  There  is,  of  course,  no  quoted 
price  of  gold;  public  sentiment  and  legal  prohibition  are 
both  potent  to  prevent  any  one  from  overtly  selling 
gold  for  paper  at  a  premium.  But  even  if  this  were 
done,  the  gold  premium  might  readily  show  a  marked 
divergence  from  the  quotations  of  foreign  exchange.  A 
paper  money  r6gime  is  perhaps  to  be  described  in  any 
case  as  abnormal,  in  the  sense  that  it  brings  unusual 
forces  to  bear  on  foreign  exchange  and  international 
trade;  but  such  a  situation  as  now  obtains  in  Germany 
may  be  characterized  as  abnormally  abnormal,  in  that 
the  entire  mechanism  of  trade  between  nations  has 
broken  down. 

Other  countries  of  the  Continent  —  Austria,  Italy, 
Russia  —  are  in  a  similar  situation;  Germany  simply 
offers  the  most  conspicuous  example.  In  France 
foreign  trade  doubtless  is  not  so  radically  different  from 
that  of  peace,  yet  is  far  from  normal.  Even  in  Great 
Britain,  tho  specie  payments  are  not  overtly  suspended, 
the  movement  of  merchandise,  and  of  gold  and  the 
course  of  foreign  exchange,  are  by  no  means  those  of  a 
free  market. 

This,  however,  has  been  digression.  We  are  con- 
cerned here  with  the  comparatively  simple  case  of  paper 
money  and  distorted  foreign  exchange  under  a  con- 
tinuance of  peaceful  and  regular  international  dealings. 
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The  main  thread  of  the  argument  may  be  resumed: 
what  is  the  effect  of  borrowing  operations,  not  only  on 
foreign  exchanges  and  the  specie  premium,  but  on 
imports,  exports,  the  course  of  prices  in  the  trading 
countries  ? 

A  fall  in  sterling  exchange  in  New  York,  and  a  cor- 
responding fall  in  the  specie  premimn,  mean  a  fall,  next, 
of  the  prices  of  exported  commodities  —  that  is,  of 
their  paper  prices.  These  conmiodities  depend  upon 
the  foreign  market,  where  they  are  sold  in  gold.  The 
gold  prices  are  translated  into  the  current  paper  prices 
—  the  effective  3rield  to  the  American  sellers  —  through 
foreign  exchange  and  the  specie  premium.  A  decUne  in 
the  gold  premium  means  a  fall  in  the  current  paper 
prices  of  exports.  The  same  circimistance  obviously 
affects  the  imports  in  precisely  the  opposite  way.  Sterl- 
ing exchange  is  cheaper,  and  imports  are  more  easily 
paid  for.  The  tendency  of  the  chain  of  operation  is  to 
make  exports  from  the  United  States  less  profitable  than 
before  and  imports  into  the  United  State  more  profitable. 

Further,  the  proximate  effect  is  that  the  specie 
premitun  falls  as  compared  with  the  general  price  level. 
In  the  stage  of  stable  equilibrium  which  we  assume  to 
exist  at  the  outset,  the  specie  premium  is  in  accord  with 
the  real  depreciation  of  the  curtency.  It  is  now  less; 
the  price  of  gold  is  lower  as  compared  with  the  general 
enhancement  of  prices.  And  the  same  is  true  of  the 
prices  of  exported  commodities.  They  are  no  longer 
raised  in  price  by  the  inflated  currency  conditions  to  the 
same  extent  as  conmiodities  in  general.  Tho  hif^er  in 
price  because  of  the  paper  money  regime,  they  are  not 
higher  in  price  to  the  same  degree  as  conmiodities  in 
general.   Relatively,  their  prices  are  lowered. 

A  distinction  must  be  made  (and  borne  in  mind) 
between  two  different  sets  of  circumstances  or  factors, 
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^viiich  affect  the  specie  premium  and  the  foreign  ex- 
changes in  different  ways.  They  may  be  designated  for 
convenience  as  "extraneous"  and  "inherent/*  "Ex- 
traneous" circimistances  are  those  which  have  their 
origin  outside  the  ordinary  merchandise  transactions  of 
international  trade;  international  borrowing,  for  ex- 
ample. These  cause  fluctuations  —  a  rise  or  fall,  as  the 
case  may  be  —  in  foreign  exchange  and  in  the  premium, 
and  merchandise  movements  are  affected  as  a  reauU  of 
the  fluctuations.  But  these  merchandise  movements 
may  fluctuate  from  "  inherent "  circimistances,  and  the 
fluctuations  then  act  as  causes  affecting  the  premium  and 
the  exchanges.  Suppose,  as  an  example  of  this  second 
situation,  an  unusually  large  crop  of  American  wheat 
and  consequent  large  sales  of  wheat  for  export.  Sterling 
exchange  is  offered  in  greater  quantity  than  before,  and 
declines;  the  specie  premium  also  declines.  Other 
exports  of  merchandise  (e.  g.,  of  wheat)  are  of  course 
depressed  and  checked.  But  wheat  may  be  a  dominant 
article  of  export,  and  its  export  sales  may  be  so  large  as 
to  be  the  cause  of  a  marked  decline  in  exchange. 

An  "  inherent "  factor  may  act  either  to  reSnforce  an 
"  extraneous  "  one,  or  to  neutraUze  it.  There  may  be 
large  offerings  of  sterling  exchange  by  American  bor- 
rowers at  the  same  time  that  American  wheat  exporters 
are  selling  their  wheat  bills.  Or  on  the  other  hand  there 
may  be  a  scant  wheat  crop  and  therefore  an  unusually 
small  offering  of  wheat  bills  in  the  foreign  exchange 
market,  while  the  deficiency  is  yet  made  up  by  the  bills 
of  American  borrowers.  Then  exchange  (with  the  specie 
premium)  will  move  on  an  even  keel.  In  the  present 
discussion  it  is  the  extraneous  circumstances  that  we  are 
considering:  not  in  what  way  variations  in  merchandise 
imports  and  exports  will  affect  foreign  exchanges,  but 
in  what  way  other  than  merchandise  transactions  will 
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affect  it,  and  then  will  exert  an  ulterior  influence  on  the 
merchandise  movements  themselves.  And,  to  repeat, 
we  are  isolating  these  extraneous  causes,  endeavoring  to 
ascertain  what  effects  they  will  have  if  allowed  to 
operate  undisturbed. 

The  converse  set  of  shifts  to  those  described  above 
appears,  of  course,  in  London.  Recalling  our  supposi- 
tion that  half  the  transactions  take  place  through  re- 
mittances which  London  lenders  make  to  New  York 
borrowers,  we  find  in  London  a  greater  demand  for  New 
York  exchange  than  there  was  before.  New  York  ex- 
change rises.  The  British  exporters  —  those  who  have 
sold  goods  to  American  buyers  and  who  have  exchange 
on  New  York  to  sell — get  more  for  their  bills.  On  the 
other  hand,  those  Englishmen  who  have  made  mer- 
chandise purchases  in  New  York  and  who  by  the  terms 
of  the  transactions  are  called  upon  to  make  remittances 
to  New  York,  must  pay  more  for  their  bills;  they  are 
in  the  same  situation  as  the  lenders  themselves,  who 
have  also  to  make  remittances  to  New  York.  British 
exporters  to  the  United  States  find  business  more 
profitable  than  before;  whereas  those  in  Britain  who 
are  importing  from  the  United  States  find  business  less 
profitable  than  before. 

Thus  there  develops  a  stage  which  is  indeed,  as  will 
appear  presently,  only  a  transition  stage  yet  may  last 
for  a  considerable  period.  During  its  continuance 
exporting  industries  in  the  United  States  are  dis- 
couraged, and  importing  operations  are  encouraged.  In 
Great  Britain  imports  are  discouraged,  exporting  trades 
floiuish.  There  arises  a  bounty,  as  it  has  been  called, 
upon  exports  from  Great  Britain  to  the  United  States, 
and  a  burden  on  exports  from  the  United  States  to 
Great  Britain.  The  handicap  in  both  countries  is 
greater  than  it  could  possibly  be  under  a  specie  i^stem. 
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It  is  the  consequence  of  the  fall  in  the  price  of  gold  in  the 
United  States  —  its  fall  relatively  to  commodity  prices. 
I  say  relatively,  for.  it  is  quite  conceivable  that  the 
specie  premium  in  fact  should  rise,  if  during  the  same 
period  the  issues  of  paper  money  happened  to  be  swell- 
ing so  that  all  prices  should  be  on  the  upgrade.  But 
under  the  supposed  changes  in  international  payments, 
the  specie  premium,  even  tho  it  should  rise,^  would  rise 
leas  than  general  prices,  and  would  be  less  than  the  real 
depreciation  of  the  paper.  And  if  by  chance  the  paper 
issues  happened  tp  be  shrinking,  and  if  the  general  drift 
were  a  lowering  of  prices,  the  specie  premiimi  not  only 
would  fall,  but  would  fall  more  than  the  general  price 
level. 

It  will  be  observed  that  a  "  boimty  "  on  exports  from 
Great  Britain  is  here  supposed  to  ensue;  a  boimty,  that 
is,  on  exports  from  the  gold  standard  country.  In  many 
discussions  of  the  problems  of  dislocated  exchanges, 
whether  in  relation  to  silver-using  or  paper-using  coim- 
tries,  it  is  supposed  that  the  bounty  is  always  on  the 
exports  from  the  silver  or  paper  countries  and  operates 
always  to  stimulate  shipments  of  goods  from  them  to  the 
gold  standard  countries.  There  is  no  logical  ground  for 
any  such  general  statement.  The  influence  on  com- 
modity movements  in  any  event  is  a  transitional  one; 
it  is  due  to  the  divergence  between  general  prices  on  the 
one  hand,  and  the  price  of  foreign  exchange  and  gold  on 
the  other.  And  during  the  time  for  which  the  diver- 
gence lasts  —  very  likely  a  considerable  time  —  it  may 
run  either  way,  and  may  stimulate  or  depress  exports. 
It  operates  to  promote  exports  from  the  country  which 
has  payments  to  make. 

Some  of  the  confusion  or  misapprehension  on  this 
subject  arises  from  a  confusing  use  of  the  terms  ''  credi- 
tor '*  and  "  debtor  "  countries.    A  lending  coimtry  is 
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supposed  to  be  also  a  creditor  country,  in  the  sense  that 
it  has  a  balance  to  receive,  a  balance  of  remittances  to 
be  made  to  it.  As  a  matter  of  fact,  a  lending  coimtry 
may  be  in  just  the  opposite  situation.  Indeed,  the 
proximate  effect  of  lending  obviously  is  that  the  lenders 
have  remittances  to  make  to  the  borrowers.  The 
"  creditor  "  coimtry  becomes,  in  the  first  instance,  a 
debtor  in  the  international  accotmt.  Only  in  the  long 
run  does  it  become  a  creditor  in  the  sense  of  having  a 
balance  of  remittances  to  receive  —  after  a  prolonged 
period  of  lending  and  an  accimiulation  of  interest  pay- 
ments on  consecutive  and  continued  loans.  And  the 
"bounty,"  for  either  sort  of  situation,  arises  not  from 
the  mere  fact  of  a  balance  of  remittances  one  way  or  the 
other,  but  from  a  transition  stage  in  the  working  of  the 
mechanism.  It  is  effective  only  so  long  as  general  prices 
and  the  specie  premium  (foreign  exchange)  are  out  of 
gear  with  each  other. 

A  word  more  on  another  aspect  of  the  "  bounty  " 
from  dislocated  exchanges.  The  mere  issue  of  paper 
money  has  been  often  spoken  of  as  causing  a  bounty  on 
exports  from  the  paper-using  coimtry.  It  has  no  such 
effect  unless  it  influences  the  prices  of  export  commodi- 
ties more  than  the  prices  of  other  things  —  domestic 
prices  and  money  wages.  This  may  indeed  happen. 
An  increase  in  the  supply  of  money  —  whether  specie 
or  paper  —  does  not  necessarily  or  even  probably  affect 
all  commodities  and  all  money  incomes  alike  and  simul- 
taneously. It  has  confused  and  irregular  effects, 
depending  on  the  individuals  into  whose  hands  the 
added  money  fiirst  comes,  and  the  directions  in  which 
they  spend  it.  It  may  conceivably  affect  exported  com- 
modities more  or  less  than  others;  and  on  this  more  or 
less  depend  the  immediate  consequences  in  international 
sales  and  remittances. 
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The  case  we  are  here  examining  is  of  course  a  different 
one  —  not  an  increased  issue  of  paper  money,  but  a 
change  in  international  payments  imder  a  supposedly 
stationary  volume  of  paper.  The  proximate  conse- 
quences then  are  to  be  predicted  more  readily.  There 
will  be,  to  repeat,  a  transition  period  during  which  a 
"  boimty ''  arises  on  exports  from  the  coimtry  having 
the  remittance  to  make — the  lending  or  creditor  coun- 
try; and  there  will  be  a  similar  boimty  on  imports  into 
the  borrowing  country,  that  is,  the  country  to  which  a 
remittance  has  to  be  made.  The  boimty  will  not  be 
permanent;  it  will  cease  when  the  transition  period  is 
over. 

II 

We  may  proceed  now  to  a  consideration  of  the  dif- 
ference between  the  immediate  or  transitional  effects  and 
the  ultimate  effects.  The  ultimate  effects  are  in  some  re- 
spects similar  under  dislocated  exchanges  to  what  they  are 
imder  the  simpler  conditions  of  gold  standard  exchanges, 
in  some  respects  different.  It  will  be  well  first  to  recall 
the  theoretic  analysis  of  these  simpler  conditions  and 
follow  the  course  of  events  which  would  ensue  if  both 
countries  were  on  the  same  (gold)  monetary  basis. 

If  both  Great  Britain  and  the  United  States  were  on  a 
gold  basis,  American  borrowings  in  London  must  result 
in  a  flow  of  specie  from  Great  Britain  to  the  United 
States.  '^  Must  result,''  —  this  puts  the  case  too 
strongly.  The  flow  will  not  necessarily  take  place; 
possibly  there  will  be  none  at  all.  And  such  flow  as  does 
take  place  is  not  likely  to  be  equal  in  volume,  either  in 
the  very  fiirst  stage  or  later,  to  the  amount  of  the  loan. 
And  yet  it  can  be  said  almost  with  certainty  that  some 
specie  movement  there  will  be.^ 

X  The  rwiiioninc  h«re  niiiiiiinf*i  that  neither  oountry  produces  gold.  If  one  of  them 
had  eonaiderable  gold  mines,  the  effect  would  more  probably  be  not  an  actual  inflow  of 
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The  possible  but  improbable  case  in  which  there  will 
be  no  movement  at  all  is  where  the  American  borrowers 
use  the  money  or  credits  put  at  their  disposal  in  buying 
once  for  all  British  goods  in  Great  Britain.  It  is  con- 
ceivable, for  example,  that  they  are  railway  promoters 
who  use  the  entire  proceeds  of  the  loan  in  Great  Britain 
for  buying  rails,  locomotives,  bridge  material,  and  the 
like.  Then  there  will  be  no  remittances  at  all  from 
Great  Britain  and  the  United  States.  English  conmiod- 
ities  will  go  to  the  United  States  as  the  direct  result  of 
the  transaction ;  foreign  exchange  will  not  be  affected 
at  all. 

This  sort  of  consequence  —  an  immediate  export  of 
goods  from  the  lending  coimtry  —  may  ensue  as  the 
result  either  of  those  ordinary  economic  forces  in  which 
deliberate  diversion  of  international  trade  plays  no 
part,  or  of  some  conscious  and  deliberate  policy.  In 
modem  times,  and  during  the  last  decade  or  two  on  a 
considerable  scale,  there  has  been  much  deliberate 
endeavor  in  the  lending  coimtries  to  link  loans  directly 
with  commodity  exports.  This  has  been  particularly 
the  case  in  France  and  Germany.  It  has  been  the 
undisguised  policy  of  the  governments  in  both  countries, 
and  of  the  great  financial  institutions  and  promoters 
who  have  been  in  close  touch  with  the  governments,  to 
arrange  the  terms  of  foreign  loans  in  such  way  that  the 
borrowers  shall  spend  at  least  a  part  of  the  proceeds  in 
France  or  in  Germany.  The  bankers  are  often  repre- 
sentatives also  of  manufacturing  enterprises  for  whose 
output  they  wish  to  secure  a  market.  The  governments 
are  fairly  obsessed  with  a  determination  to  promote 
exports  in  every  possible  way  —  one  form  of  that 

the  metal,  but  the  oesBation  of  exports  of  it  that  would  otherwise  have  taken  place.  The 
conversant  reader  need  not  be  told  that  in  any  endeavor  to  interpret  the  actual  ooorae 
of  the  international  trade  of  the  United  States,  account  must  be  taken  of  the  conditions 
which  may  lead  to  the  retention  in  our  own  circulation  of  the  domestic  output  of  gold. 


Digitized  by  VjOOQIC 


TRADE  UNDER  DEPRECIATED  PAPER  393 

almost  universal  spirit  of  neo-mercantilism  which 
amazes  the  philosophic  observer.  Obviously,  where  the 
loans  are  made  not  strictly  for  industrial  purposes,  but 
for  military  or  naval  equipment,  the  combination  of 
political  and  economic  motives  acts  even  more  strongly 
to  link  foreign  loans  with  commodity  exports.  In  the 
case  of  Great  Britain  this  sort  of  deliberate  manipula- 
tion has  not  played  so  conspicuous  a  part.  Great 
Britain  has  been  a  cheap  place  in  which  to  buy  indus- 
trial equipment,  and  as  a  rule  borrowers,  when  they 
have  used  their  fimds  for  buying  British  commodities, 
have  done  so  without  pressure,  simply  because  they 
found  it  pecuniarily  advantageous  to  do  so. 

In  all  such  cases,  the  effect  of  international  borrowing 
becomes  direct.  The  merchandise  movement  and  the 
balance  of  trade  are  affected  at  once.  Merchandise 
exports  from  Great  Britain  exceed  merchandise  imports 
without  any  intermediate  stage  of  disturbance  of  the 
foreign  exchanges,  and  without  any  flow  of  specie 
and  readjustment  of  prices.  The  balance  of  trade 
becomes  at  once  "  favorable "  to  the  lending  country, 
and  "  unfavorable ''  for  the  borrowing  country. 

But  it  is  extremely  rare  that  the  purchase  of  goods  in 
the  lending  coimtries  by  the  selfsame  foreigners  who 
contracted  the  loan  takes  place  to  such  an  extent  as  to 
obviate  completely  the  flow  of  specie.  (We  are  still 
sidering,  be  it  remembered,  what  happens  if  both  coun- 
tries are  on  a  gold  basis.)  Not  the  entire  proceeds  of 
loans  are  likely  to  be  spent  in  this  way;  only  some  frac- 
tion. Even  if  railway  promoters  from  the  United 
States,  or  Canada,  or  Argentina,  who  borrow  in  Eng- 
land, also  buy  in  England  railway  material,  they  are 
likely  to  use  in  this  way  only  a  part  of  the  fimds.  Some- 
thing they  must  spend  at  home,  for  labor,  for  miscel- 
laneous supplies,  divers  expenses.    It  is  conceivable,  of 
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course,  nay  probable,  that  they  will  raise  some  portion 
of  their  capital  at  home,  and  only  the  residue  abroad; 
such  at  least  is  likely  to  be  the  case  in  a  coimtry  like  the 
United  States.  And  it  is  then  conceivable  that  they 
will  use  for  domestic  expenditures  the  funds  raised  at 
home,  and  will  use  the  proceeds  of  foreign  loans  entirely 
for  purchase  abroad.  But  it  is  most  improbable  that  an 
exact  balance  of  this  sort  will  be  struck,  even  when  there 
is  a  division  between  foreign  and  domestic  financing.  In 
the  immense  majority  of  cases  a  part  of  the  foreign 
funds,  and  usually  a  considerable  part,  will  be  wanted 
for  expenditure  in  the  borrowing  country  itself.  Then, 
to  repeat,  imder  a  gold  regime,  the  outcome  must  be  a 
flow  of  specie  from  the  lending  to  the  borrowing  coim- 
try. Remittances  will  have  to  be  made  in  our  supposed 
case  from  London  to  New  York;  and  the  foreign 
exchanges  will  be  affected  in  the  manner  described. 

Continuing  now  the  analysis  of  the  chain  of  opera- 
tions imder  a  specie  regime,  it  is  obvious  that  the  in- 
crease in  remittances  from  London  to  New  York  will 
cause  a  demand  for  New  York  exchange  in  London. 
New  York  exchange  will  rise  in  London,  sterling  ex- 
change will  fall  in  New  York.  But  in  this  situation  — 
both  countries  on  a  gold  basis  —  the  fluctuations  in 
foreign  exchange  will  necessarily  be  confined  within  the 
gold  points.  Specie  will  flow  from  London  to  New 
York.  Then  will  follow  that  train  of  consequences 
familiar  to  the  reader  of  Ricardo  and  Mill.  Prices  will 
fall  in  Great  Britain  and  will  rise  in  the  United  States. 
With  the  fall  in  English  prices  the  export  of  commodities 
from  England  will  be  stimulated,  and  more  of  them  will 
go  to  the  United  States.  With  the  rise  in  American 
prices  exports  from  the  United  States  will  be  dis- 
couraged, and  imports  correspondingly  stimulated. 
These  diverging  movements  —  a  general  fall  of  prices 
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aad  money  incomes  in  Great  Britain,  and  a  general  rise 
of  prices  and  money  in  the  United  States  —  will  con- 
tinue imtil  an  excess  of  commodity  exports  from  Great 
Britain  develops  to  such  an  extent  as  to  meet  the  obliga- 
tions which  the  English  borrowers  have  assumed  for 
making  remittances  to  the  United  States.  Then  the 
money  value  of  the  excess  of  exports  from  Great  Britain 
will  be  precisely  equal  to  the  remittances  to  be  made 
from  London  to  New  York.  The  English  balance  of 
trade  will  be  "  favorable  ";  the  American  balance  of 
trade  "unfavorable."  The  balance  of  international 
payments  will  be  completely  adjusted;  exchange  in 
London  and  New  York  will  again  be  at  par. 

Still  another  consequence,  familiar  in  the  orthodox 
analysis,  should  be  recalled.  The  outcome  of  the  whole 
series  of  changes  is  advantageous  to  the  people  of  the 
United  States,  in  that  they  get  all  imported  commodities 
on  better  terms  than  before.  Their  money  incomes  have 
risen;  the  prices  of  imported  commodities  have  fallen; 
as  buyers  of  imported  commodities  they  gain.  And  the 
converse,  of  course,  happens  in  Great  Britain.  Money 
incomes  and  general  prices  have  fallen,  whereas  the 
prices  of  commodities  brought  in  from  the  United  States 
have  risen.  As  purchasers  of  American  commodities, 
the  British  are  less  well  off  than  before.  All  this  is  in 
accord  with  the  theorem  that  the  apportionment  of  the 
potential  gain  from  international  trade  between  the 
trading  countries  depends  on  the  so-called  conditions  of 
reciprocal  demand.  The  people  of  Great  Britain  are 
called  upon,  or  rather  have  imdertaken,  to  make  greater 
remittances  to  the  United  States  than  before,  and  in 
order  to  induce  the  people  of  the  United  States  to  pur- 
chase a  greater  quantity  of  commodities,  must  offer 
them  on  cheaper  terms.  Precisely  the  same  set  of  con- 
sequences would  ensue  if  we  were  to  assume,  not  inter- 
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national  borrowing,  but  a  mere  change  in  the  conditions 
of  demand.  If  the  people  of  Great  Britain  were  to 
demand  more  of  American  wheat  or  American  cotton 
than  before — if  their  demand  curve  for  these  commod- 
ities were  to  shift  to  the  right  —  precisely  the  same 
changes  would  ensue.  And  the  outcome  would  be  of  the 
same  kind,  if  Great  Britain  were  called  upon  to  make  a 
remittance  to  the  United  States  for  any  cause  whatever 
—  tomists'  expenses,  the  payment  of  a  war  indemnity, 
a  new  American  article  of  export. 

Nothing  of  this  sort,  however,  can  take  place  —  at 
least,  it  cannot  take  place  through  the  operation  of  the 
same  mechanism  —  if  the  countries  have  different  cur- 
rencies. Specie  could  not  flow,  for  example,  from  Great 
Britain  to  the  United  States  between  1862  and  1879.  If 
it  did  move,  it  would  be  simply  as  a  commodity.  Gold 
sent  from  Great  Britain  to  the  United  States  could  not 
enter  circulation,  but  would  be  bought  for  use  in  the 
arts,  or  for  sporadic  payments  stipulated  to  be  made  in 
specie.  Its  influx  could  not  affect  general  prices.  And 
yet  we  must  expect  that  the  same  general  cause  would 
have  the  same  general  effect  under  a  paper  regime.  Any 
circimistance  bringing  about  additional  remittances 
from  Great  Britain  to  the  United  States,  must  pre- 
sumably have  effects  of  the  same  kind  on  the  terms  of 
commodity  exchange.  How  can  the  same  general 
tendencies  and  general  consequences  appear,  without 
the  mechanism  through  which  alone  they  are  imder 
normal  circumstances  brought  about  ? 

We  have  seen  that  the  first  effect  of  the  borrowing 
operation  —  the  effect  during  the  stage  of  transition  — 
is  that  exporting  industries  in  the  United  States  are 
comparatively  unprosperous,  having  a  range  of  prices 
for  their  products  lower  than  the  general  price  level.  In 
other  words,  exporting  industries  decline;  or  perhaps 
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(quite  as  probable)  they  simply  remain  at  a  staadstiU, 
not  responding  to  the  growth  of  population  and  trade 
in  the  same  degree  as  other  industries.  Less  commod- 
ities are  exported.  More  domestic  commodities  are 
made^  or  a  larger  share  of  an  exportable  commodity  is 
used  and  bought  at  home.  More  commodities  are 
poured  into  the  trading  mechanism  of  the  country. 
And  more  of  imported  commodities  also  come  in;  since, 
as  we  have  seen^  the  proximate  effect  has  been  to 
encourage  importation.  All  told,  the  total  volimie  of 
commodities  which  are  bought  and  sold  in  the  United 
States  increases.  The  change  takes  place  by  a  diminu- 
tion in  the  exported  commodities,  and  an  increase  in  the 
physical  quantities  of  imported  commodities  as  well  as 
of  commodities  previously  exported  and  now  consumed 
at  home. 

Note  now  the  peculiarities  of  this  situation.  There 
are  more  commodities  than  before;  there  is  no  more 
money.  (We  still  assume  that  the  depreciated  paper 
remains  unchanged  in  quantity;  iii  other  words, 
abstract  from  the  disturbing  influence  of  further  infla- 
tion or  of  contraction.)  Then  necessarily  domestic 
prices  are  lower.  This  seems  directly  contrary  to  the 
theoretical  analysis  of  the  same  case  under  a  specie 
regime;  for  under  a  specie  regime  the  assumed  condi- 
tions will  cause  domestic  prices  to  rise  in  the  United 
States.  Observe,  however,  more  closely.  Prices  indeed 
are  falling  in  the  United  States ;  but  money  incomes  are 
not  falling.  The  collective  money  income  of  the  people 
of  the  United  States  is  no  less  than  it  was  before,  being 
simply  the  resultant  of  a  stationary  supply  of  money. 
The  people  of  the  United  States  gain,  not  indeed 
through  having  higher  money  incomes,  but  through  the 
circumstance  that  their  money  incomes  remain  the 
same  and  that  commodities  are  cheaper  than  before. 
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And  they  gain  not  only  as  purchasers  of  unported  com- 
modities (this  being  the  only  gain  which  they  would 
have  secured  under  a  specie  r^me) ;  they  gain  also  as 
purchasers  of  domestic  commodities.  In  one  essential 
respect  their  situation  is  the  same  as  it  would  be  imder 
a  specie  regime.  They  are  sending  to  foreign  coimtries 
fewer  commodities;  their  exports  are  less  in  quantity. 
And  they  are  receiving  from  foreign  coimtries  more  of 
imports;  their  imports  are  greater  in  quantity.  In 
terms  of  conmiodities,  international  trade  has  come  to 
be  more  to  their  advantage  imder  a  paper  regime, 
precisely  as  it  would  have  been  imder  a  specie  regime. 
The  barter  —  the  fundamental  exchange  —  is  more 
advantageous  to  them.  But  the  mechanism  by  which 
they  secure  the  advantage  is  peculiar.  The  process 
works  out  imder  a  paper  regime,  not  by  their  having 
larger  money  incomes  and  lower  prices  of  some  com- 
modities (those  imported),  but  by  their  having  the 
same  money  incomes,  and  lower  prices  not  only  of 
imported  comiftodities  but  of  domestic  commodities 
as  well. 

Turn  now  to  Great  Britain.  It  would  be  superfluous 
to  set  forth  the  trend  of  events  in  that  country  with  the 
same  detail.  Precisely  the  converse  takes  place.  The 
exporting  industries  in  Great  Britain  are  prosperous, 
and  capital  and  labor  drift  toward  them.  More  com- 
modities are  made  for  export,  and  more  are  sent  out. 
The  importers,  on  the  other  hand,  are  not  prosperous; 
less  commodities  are  coming  into  the  country.  Money 
incomes  remain  the  same.  There  is  no  flow  of  specie 
into  Great  Britain  or  out  of  Great  Britain.  But  with 
the  same  quantity  of  money,  and  with  less  commodities 
in  circulation,  prices  rise  in  Great  Britain.  Money 
incomes,  however,  remain  the  same.  The  people  of 
Great  Britain  lose  as  consumers  of  the  imported  goods, 
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now  more  expensive;  and,  they  lose  also  as  purchasers 
of  their  own  goods,  which  become  somewhat  higher  in 
price,  but  for  whose  purchase  they  have  only  the  same 
money  incomes.^ 

It  would  seem,  therefore,  that  the  same  fundamental 
consequences  ensue  imder  paper  money  as  under  specie, 
but  with  some  striking  differences.  The  particular  factor 
which  was  isolated  —  loans  occasioning  larger  remit- 
tances to  the  United  States  —  causes  the  people  of  that 
country  to  gain  as  consumers;  they  gain  in  their  com- 
modity incomes.  The  people  of  Great  Britain  lose  as 
consumers.  This  much  is  to  be  expected,  or  at  least  is 
in  accord  with  the  theoretical  analysis  of  the  same  condi- 
tions of  trade  imder  identical  currency  bases.  But  the 
course  of  prices  in  the  trading  countries  is  precisely  the 
opposite  from  that  which  we  should  expect  under  specie 
conditions.  The  borrowing  country,  the  United  States, 
which  under  a  specie  regime  would  experience  rising 
money  prices  and  rising  incomes,  has  instead  a  lower 
range  of  prices,  tho  with  stationary  money  incomes. 
Great  Britain,  on  the  other  hand,  should  imder  normal 
conditions  have  lower  prices  and  lower  money  incomes; 
yet  the  foregoing  analysis  leads  one  to  predict  higher 
prices  with  stationary  incomes. 

1  Obyiously,  as  regards  the  gold  country,  this  series  of  consequences  would  extend 
before  long  beyond  its  own  boundaries.  All  gold  oountiies  would  be  affected;  some 
international  redistribution  of  gold  would  take  place,  and  the  rise  in  prices  equaliied 
(or  rather  apportioned)  between  them  all.  In  the  country  of  paper  money,  however,  the 
effect,  being  neoesBarily  confined  within  that  country's  limits,  would  not  thus  be  spread 
out.  One  might  expect  therefore  that,  tho  doubtless  too  slight  to  be  detected  in  the 
gold  countries,  it  might  be  at  least  observed,  conceivably  even  measured,  in  the  paper 
eountry.  But,  as  will  presently  be  explained,  even  here  direct  verification  of  the  reason- 
ing is  not  likely  to  be  secured ;  not  only  because  of  the  crudity  of  our  statistical  material 
on  prices,  but  also  because  of  the  confusing  effects  of  other  causes  sure  to  be  in  operation 
at  the  same  time. 
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III 

All  this  may  seem  very  much  in  the  air.  Indeed,  it 
does  belong  in  the  higher  and  more  attenuated  regions  of 
theoretic  speculation.  It  is  the  sort  of  thing  which  many 
contemporary  economists  believe  to  be  no  better  than 
an  intellectual  plaything  —  refined  reasoning  of  a  most 
abstract  character,  quite  impossible  to  connect  with  the 
realities  of  industry  and  commerce.  And  the  most 
ardent  devotee  of  economic  theory  must  admit  that 
such  consequences  as  have  been  set  forth  in  the  preced- 
ing paragraphs,  and  especially  those  about  the  eventual 
course  of  prices  and  incomes,  represent  the  operations  of 
very  long-time  forces.  Obviously  they  all  rest  upon  the 
"  quantity  theory  *'  of  money,  or  at  least  upon  the 
proposition  that  an  increase  or  decrease  in  the  quantity 
of  money  is  followed  by  a  rise  or  fall  in  prices.  It  is  not 
indeed  material  for  the  argiunent  whether  one  holds  the 
quantity  doctrine  in  uncompromising  form,  or  holds  a 
carefully  qualified  version  of  it,  or  rejects  it  altogether. 
There  is  agreement  on  all  hands,  I  believe,  that  an 
increase  in  the  money  supply  is  accompanied,  "  other 
things  equal,"  by  a  higher  range  of  prices,  and  an  in- 
crease in  '^  transactions,"  similarly  standing  by  itself, 
by  lower  prices.  No  more  need  be  assimied  for  tiie  pres- 
ent purpose;  the  nature  of  the  causal  connection  need 
not  be  discussed.  Whatever  it  be,  every  one  admits 
that  the  movement  toward  higher  prices  is  often  slow 
to  appear,  difficult  to  observe.  Allowance  must  be 
made  for  credit,  banking  operations,  changes  in  the 
ways  of  efifecting  payments,  coincident  changes  in  the 
volume  of  goods,  and  the  like.  Much  more  time  is 
required  for  a  rise  in  prices  due  to  greater  supply  of 
money,  or  less  supply  of  goods,  than  the  older  econo- 
mists assumed.    Dining  the  long  period  of  slow  spread 
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of  the  influence  and  aU-aronnd  readjustment  of  prices 
and  incomes,  other  forces  are  certain  also  to  come  into 
play.  The  prolonged  and  tmdisturbed  operation  of  a 
single  factor  or  train  of  factors,  of  the  kind  here  imder 
review,  is  most  imlikely  to  appear  in  the  actual  world. 
The  problem  seems  to  be  susceptible  only  of  hypotheti- 
cal solution.    It  is  a  matter  of  "  pure  theory." 

And  yet  verification,  difficult  as  it  is,  must  be 
attempted  for  this  analysis,  as  for  every  other.  The 
economist,  tho  compelled  to  resort  to  deductive  reason- 
ing, must  strive  always  to  confirm  and  correct  his 
reasoning  by  ascertaining  how  far  it  is  in  accord  with 
the  concrete  industrial  phenomena.  Complete  verifica- 
tion, however,  is  rarely  possible.  It  cannot  happen  that 
the  industrial  and  monetary  situation  of  any  country 
shall  remain  imdisturbed,  except  for  the  one  train  of 
influences  assumed,  dining  a  period  long  enough  for  the 
working  out  of  the  deduced  consequences.  Moreover, 
it  is  almost  certain  that  the  particular  factor  here 
analyzed  —  a  change  in  the  balance  of  payments  — 
will  be  of  less  quantitative  importance  than  others 
simultaneously  in  operation.  In  any  event  it  will  be  so 
covered  up  and  concealed  by  the  others  as  to  make 
impossible  the  delimitation  of  its  separate  effect. 
Similarly,  the  working  of  an  inconvertible  paper  cur- 
rency is  susceptible  of  isolation  and  of  specific  observa- 
tion only  in  the  rarest  of  cases.  No  experiment  in  the 
use  of  inconvertible  money  is  ever  allowed  to  work 
itself  out  imdisturbed;  a  fiat  money  situation  is  almost 
of  necessity  unsettled.  Exact  and  conclusive  verifica- 
tion of  theoretic  reasoning  about  it  is  impossible. 

Most  of  all  is  verification  unattainable  with  regard 
to  the  reasoning  about  the  ultimate  outcome  —  the 
peculiar  chaises  to  which  attention  has  been  directed 
in  the  relative  price  levels  and  income  levels  of  the 
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trading  countries,  and  in  the  terms  of  commodity 
exchange  between  them.  Rarified  analjrsis  of  this  kind 
seems  peculiarly  open  to  the  charge  of  being  only  an 
intellectual  plajrthing.  There  is  justiiScation  for  the 
repugnance  shown  to  it  by  the  economists  of  the  histori- 
cal and  descriptive  school.  like  mathematical  treat- 
ment of  economic  doctrines,  it  appeals  to  the  analytical 
and  ratiocinative  mind,  but  repels  the  person  whose 
concern  is  with  the  world  of  history  and  of  affairs.  Its 
validity  can  rarely  be  tested  by  direct  appeal  to  the 
facts. 

The  possibilities  are  different,  however,  as  regards 
the  phenomena  of  what  has  been  described  as  the  tran- 
sition period  —  the  movements  of  foreign  exchange  and 
of  the  specie  premium,  and  the  course  of  imports  and 
exports,  during  the  period  immediately  succeeding  a 
particular  change  in  the  balance  of  payments.  Here  it 
would  seem  feasible  to  ascertain  what  in  fact  happens, 
and  to  observe  whether  the  course  of  events  accords 
with  theoretical  deduction.  True,  more  than  one  in- 
fluence may  be  at  work  at  any  particular  time.  At  the 
very  moment  when  borrowing  operations  take  place, 
there  may  be  also  changes  in  monetary  legislation  and 
general  monetary  conditions  in  the  country  having 
paper  money;  or  there  may  be  changes  in  the  other 
items  of  international  payments,  such  as  those  for 
tourists'  remittances  or,  indeed,  for  current  merchan- 
dise exports  and  imports.  On  the  other  hand  it  may 
happen  that  international  borrowing  takes  place  upon 
so  large  a  scale  and  for  so  considerable  a  period  as  to  be 
the  controlling  factor.  Such,  for  instance,  has  been  the 
case  more  than  once  in  the  relations  between  Argentina 
and  Great  Britain.  Such  seems  also  to  have  been  the 
case  in  the  relations  between  the  United  States  and 
Great  Britain  during  the  years  preceding  the  crisis  of 
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1873.  Both  in  Argentina  and  in  the  United  States,  it 
will  be  recalled,  the  operations  took  place  under  paper 
money  conditions.  Moreover,  they  were  confined  in  the 
main  to  borrowing  in  a  single  coimtry,  Great  Britain. 
It  would  seem  not  a  hopeless  task  to  trace  the  actual 
course  of  events  in  borrowing  and  lending  countries 
during  at  least  the  first  stage,  and  to  ascertain  how  far 
it  is  in  accord  with  theoretical  expectation. 

This  sort  of  partial  verification,  moreover,  has  an 
importance  beyond  its  immediate  range.  If  it  appears 
that  the  phenomena,  so  far  as  we  are  able  to  trace  them 
in  detail,  conform  to  theoretical  expectation,  we  may 
feel  some  confidence  that  the  same  conformity  exists 
even  where  they  are  so  overlaid  and  confused  that  it  is 
impossible  to  follow  them  one  by  one.  Precisely  such 
partial  verification  is  important  in  many  fields  of 
economic  inquiry.  We  must  often  be  satisfied  if  we  can 
perceive  fragments  or  occasional  connected  items  that 
have  significance.  Our  situation  is  like  that  of  the 
geologist  or  palaeontologist  who  discerns  scattered  bits 
of  evidence,  pieces  them  with  unseen  but  presumptive 
connecting  links,  and  so  finds  sufficient  confirmation  of 
a  prolonged  and  refined  train  of  reasoning.  Or,  to  use 
a  simile  applicable  to  the  methods  both  of  economics  and 
geology,  the  inquirer  is  in  the  position  of  one  tracing  a 
thread  through  a  complicated  web.  It  appears  and 
disappears,  yet  shows  itself  repeatedly  as  anticipated, 
conforming  to  a  suspected  plan  and  pattern;  and  we 
are  convinced  that  it  nms  through  the  web,  even  tho 
invisible  for  long  stretches.  Partial  verification, 
significant  and  not  disconnected,  serves  to  strengthen 
our  confidence  in  the  validity  of  reasoning  quite 
insusceptible  of  verification  in  every  detail. 

F.  W.  Taussig. 

HaBYABO  UNrVBRBITT. 
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THE  REGULATION  OF  WAGES 
IN  NEW  ZEALAND 

SUMMARY 

Introduction:  the  New  Zealand  system  not  what  it  was  intended  to 
be,  406.  —  I.  A  court  of  arbitration,  unlike  a  board  of  conciliation, 
must  follow  guiding  principles,  407.  —  The  New  Zealand  judges  hesi- 
tate to  state  principles,  407.  —  Early  ciuaes,  407.  —  II.  Rxisting  con- 
ditions and  prosperity  of  the  industries  the  basis  for  several  years,  400. 
—  Yet  a  general  tendency  to  raise  wages,  415.  —  Cost  of  living  little 
considered,  416.  —  III.  As  time  went  on,  more  emphasis  on  <»6^  of 
living,  417.  —  Statistics  until  1007  inconclusive,  420.  —  Fragm^taryV 
evidence  not  accepted,  422.  —  Informal  statements  by  the  Court  of  the 
principles  followed,  426.  —  IV.  Beginning  in  1912,  higher  wages  awarded 
to  common  laborers,  428.  —  A  policy  on  minimum  wages  announced, 
431.  —  V.  Index  numbers  of  prices  published  in  1011-14,  434. — 
Wages  advanced  as  much  as  cost  of  living,  438.  —  VI.  Change  of  per- 
sonnel in  1913  but  no  change  of  policy,  439.  —  Lowest-paid  workers 
granted  some  increase,  442.  —  No  regard  paid  to  great  advance  in  cost 
of  Uving  in  1914r-15,  443.  —  VII.  Conclusion,  445. 

Probably  no  one  of  the  members  of  the  New  Zealand 
Parliament  who  voted  for  the  Industrial  Conciliation 
and  Arbitration  Act,  1894  imagined  that  by  so  doing  he 
was  voting  to  take  away  from  employers  and  employees 
the  power  to  contract  freely  in  their  industrial  relations. 
Nothing  in  the  discussions  in  Parliament  indicates  that 
this  was  the  intention  of  the  framer  of  the  measure  or  of 
its  supporters.  One  of  the  latter,  Mr.  John  Macgregor, 
probably  one  of  the  best-informed  men  in  Parliament 
at  that  time,  said,  six  years  after  the  passage  of  the  Act, 
that  he  was 

driven  by  candour  to  admit  that  the  system  is  not  in  any  sense  what 
it  purports,  and  was  intended  to  be  —  a  means  of  settling  industrial 
disputes  and  strikes  by  conciliation  and  arbitration  —  but  is  rather 
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a  system  for  the  regulation  of  the  industries  of  the  C!olony  by  means 
of  ordinances  (misnamed  "  awards  ")  issued  by  a  court  of  law.^ 

To  say  that  the  system  of  compulsory  arbitration  is 
not  what  it  was  intended  to  be  is  not  to  condemn  it;  as 
Mr.  Macgregor  admits.'  We  must  study  the  actual 
workings  of  the  system,  see  what  it  has  accomplished 
and  decide  whether  these  results,  however  unexpected 
they  have  been,  are  worth  the  cost  of  the  undertaking; 
measuring  costs,  not  in  money  alone,  but  also  in  the  ef- 
fects which  judicial  interference  has  shown  on  industrial 
and  social  welfare. 

No  subject  with  which  the  boards  or  coimcils  of  con- 
ciliation or  the  court  of  arbitration  has  had  to  deal  is  so 
important  as  that  of  wages.  Nothing  is  so  likely  to 
cause  a  strike  or  a  lock-out  as  a  disagreement  between 
employees  and  their  employer  over  the  wages  which  are 
to  be  paid  and  the  mode  and  time  of  payment.  To 
prevent  strikes  or  lock-outs  the  court  has  had  to  fix 
such  wages  in  the  different  industries  or  industrial 
establishments  as  would,  in  its  judgment,  do  justice  to 
both  employers  and  employees  and  thus  avoid  the 
necessity  of  an  appeal  to  these  crude  modes  of  settle- 
ment. Hence  the  judicial  regulation  of  wages  has  come 
to  be  the  most  important  feature  of  the  compulsory 
arbitration  system. 


If  wages  are  to  be  regulated  by  the  courts  under  the 
arbitration  system,  it  becomes  a  matter  of  fundamental 
importance  to  know  what  principle  or  theory  of  wages 
will  be  adopted  by  the  judges  who  make  the  regulations. 

>  jr.  MMcrtfor.  InduitriAl  ArUtn^tion  in  New  Zedaiid.  Dunedin,  1903,  prefatory 


"Ibid.,  p.  9.   "IdoaotaaytheaetbMbeenafeilure.   What  I  do  My  i«  that,  if  it 
is  a  •aeoeM,  it  ia  not  as  that  which  it  was  intended  to  be,  Imt  as  aometbinc  Quite  different. 
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Will  the  competitive  principle  of  fixing  the  price  of  labor 
according  to  the  number  of  laborers  in  any  given  occu- 
pation and  the  demand  for  their  services  be  adopted  ? 
Will  the  principle  of  collective  bargaining  be  recognized 
and  an  effort  made  to  take  into  accoimt  the  strength  of 
the  opposing  forces  ?  Will  the  needs  of  the  industry  or 
the  needs  of  the  workers  be  made  paramount  ? 

The  original  act  was  silent  in  regard  to  the  principle 
of  wage  payment  and  could  therefore  afford  no  guidance 
in  this  matter  to  either  the  boards  or  the  cX)urt.  Wages 
are  merely  mentioned  in  section  2  as  one  of  the  '^  iudus- 
trial  matters  "  which  might  be  made  a  subject  of  an 
industrial  agreement  between  employers  and  employees 
or  which,  in  the  absence  of  such  an  agreement,  might 
give  rise  to  an  industrial  dispute  to  be  heard,  on  appli- 
cation, by  a  board  of  conciliation  or  by  the  court  of 
arbitration. 

It  may  be  said,  in  passing,  that  when  an  industrial 
/  dispute  is  heard  by  a  board  or  council  of  conciliation, 
there  is  no  need  of  a  statement  of  the  principle  on  which 
wages  are  to  be  fixed.  The  conciliation  method  is  by 
its  very  nature  a  give-and-take  method.  Any  attempt 
to  lay  down  a  principle  to  be  followed  by  the  partici- 
pants in  conciUation  in  reference  to  wages  or  any  other 
matter  coming  before  them  would  defeat  the  very  pur- 
pose of  these  conferences.  Since  conciliation  implies  an 
ultimate  agreement  between  parties  hitherto  unable  to 
agree,  it  is  important  that  every  opportunity  be  afforded 
for  them  to  compromise  their  differences.  Such  a  com- 
promise would  be  unlikely  if  the  disputants  had  to 
make  a  wage  agreement  on  the  basis  of  some  principle 
not  acceptable  to  both  parties.  In  the  New  Zealand 
conciliation  councils,  as  in  the  Australian  wages  boards, 
wages  are  adjusted  in  accordance  with  no  set  principle. 
Both  sides  make  use  of  such  arguments  for  or  against  an 
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increase  of  wages  as  are  likely,  under  the  circumstances, 
to  carry  weight  with  their  opponents,  and  nothing  is 
conceded  by  either  side  which  is  not  necessary  to  prevent 
the  conference  from  being  a  failure. 

A  court  of  arbitration,  on  the  other  hand,  finds  the  ^ 
need  of  some  guiding  principle  when  it  faces  the  task  of 
fixing  the  rate  of  wages  in  an  industry  or  occupation  in 
such  a  way  as  to  avoid  the  necessity  of  a  strike.  Finding 
no  guidance  in  the  words  of  the  statute,  the  New 
Zealand  judges,  as  well  as  those  in  Australia,  have  had 
to  decide  for  themselves  the  principle  which  they  would 
follow.  The  Australian  judges  have  usually  stated 
definitely  the  principle  which  they  intended  to  follow 
and  have  discussed  their  reason  for  adopting  it  with 
much  fulness.  In  the  published  awards  of  the  New 
Zealand  Arbitration  Court,  on  the  other  hand,  we  find 
little  discussion  of  the  basic  principles  of  the  award. 
Pioneers  in  a  new  field  of  industrial  regulation,  the  New 
Zealand  judges  have  proceeded  with  caution  and,  nund- 
ful  of  the  effects  which  their  awards  would  have  upon 
the  conduct  of  industry,  have  hesitated  to  announce  the 
adoption  of  a  principle  of  wage  payment  which  later 
experience  would  prove  unwise  or  impracticable. 

In  the  very  first  cases  heard  by  the  New  Zealand 
Court  no  statement  was  made  as  to  the  principle  which 
was  being  followed,  but  the  Court  limited  itself  to  the 
establishment  of  a  minimmn  wage  for  workers  in  the 
industry  as  a  whole  or,  more  likely,  a  minimum  which 
varied  according  to  the  occupation  or  to  the  nature  of 
the  work  to  be  performed.  This  practice  received 
legislative  approval  in  1898  when,  by  an  amendment  to 
the  Arbitration  Act,  Parliament  authorized  the  Court 
to  '^ prescribe  a  minimum  rate  of  wages  or  other  remu- 
neration, with  special  provisions  for  a  lower  rate  being 
fixed  in  the  case  of  any  worker  who  is  imable  to  earn  the 
prescribed  minimum.'' 
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The  practice  of  the  Court  in  establishing  this  mini- 
mum wage  does  not  appear  to  have  been  uniform  in  the 
early  cases  decided.  Mr.  Broadhead  says:  "  Some  of 
the  questions  put  by  the  members  of  the  Court  to 
witnesses  would  appear  to  show  that  the  minimum  wage 
is,  sometimes  at  any  rate,  fixed  according  to  what  is 
reckoned  as  the  average  wage  ruling  in  the  trade."  ^  In 
the  case  of  the  Canterbury  bootmakers,  heard  and 
decided  in  1896,  the  Court  accepted  a  schedule  of  wages 
and  piece  rates  contained  in  a  tentative  industrial 
agreement  drawn  up  by  the  employers  and  employees. 
Furthermore,  it  created  a  general  board  of  conciliation, 
composed  of  employers  and  employees  in  the  trade,  to 
meet  annually  for  the  purpose  of  dealing  with  all  ques- 
tions of  wages,  which  was  directly  authorized  "  to  alter 
the  amount  of  the  minimum  wage."  *  Local  boards  of 
conciliation  in  this  industry  were  also  provided  for  "  to 
arrange  all  matters  of  wages  not  already  provided  for 
by  the  general  board."  The  plan  adopted  in  this  case, 
of  referring  questions  of  wages  to  private  boards  of 
conciliation,  was  not  allowed  to  become  a  precedent, 
however.  In  fact,  the  Court  soon  modified  this  very 
award  by  abolishing  the  private  boards.*  Since  then 
the  Court  has  itself  prescribed  the  minimum  wage  to  be 
paid,  altho  in  those  cases  where  an  elaborate  schedule  of 
piece  rates  had  to  be  prepared  it  has  usually  asked  the 
assistance  of  a  committee  of  employers  and  employees 
in  the  trade. 

1  Broadhead,  State  Regulation  of  Labour  in  New  Zealand,  Christohurefa,  190B, 
p.  67. 

*  Awards,  HecommendAtiona,  Acreementa,  etc.,  made  under  the  Industrial  Cod- 
cOistion  and  Arbitration  Act  of  New  Zealand,  vol.  i.  p.  306. 

•  Clark,  "  Labor  Conditions  in  New  Zealand,"  Bulletin  of  the  United  States 
Bureau  of  Labor,  No.  49  (November,  1903),  vol.  viii,  p.  1206. 
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II 

In  the  absence  of  any  clear  enunciation  of  the  prin- 
ciple which  guided  the  Court  in  the  determination  of 
the  Tninimum  wage  during  the  early  years,  we  may  say 
that  a  study  of  the  awards  themselves  and  especially  of 
the  brief  comments  which  sometimes  accompany  them 
indicates  that  for  several  years  the  Court  was  chiefly 
concerned  with  the  problem  of  preserving  the  existing 
industrial  conditions  in  the  Colony  and  was  unwilling 
to  allow  such  changes  in  wage  rates  as  would  tend  to^ 
embarrass  employers  in  the  conduct  of  their  businesses. 
Indeed,  this  was  practically  so  stated  by  Mr.  Justice 
Williams,  the  first  president  of  the  Arbitration  Court, 
who  wrote  to  the  London  Times,  as  follows: 

The  duty  of  the  Court  is  to  pronounce  such  an  award  as  will  enable 
the  particular  trade  to  be  carried  on,  and  not  to  impose  such  con- 
ditions as  would  make  it  better  for  the  employer  to  dose  his  works 
or  for  the  workmen  to  cease  working,  than  to  conform  to  them.^ 

It  was  doubtless  in  line  with  this  policy  that  the  Court 
decided,  in  1896,  in  a  gold-mining  case  where  the  opera- 
tors had  reduced  wages,  that  while  the  reduction  of 
wages  was  premature,  ''  looking  to  the  large  amoimt 
of  money  that  was  being  expended  by  the  Consolidated 
Goldfields  Company  in  prospecting  and  opening  up  new 
ground  (these  being  non-paying  operations)  the  miners 
should  consent  to  take  a  lower  wage  for  a  limited  period, 
after  which  it  should  be  permitted  to  reopen  the  whole 
question."*  When,  on  the  expiration  of  the  period 
stated,  the  question  of  wages  was  reopened,  altho  a 
more  detailed  schedule  of  wages  was  adopted  by  the 
Court,  no  advance  in  wages  was  allowed  to  the  class  of 
workers  dealt  with  in  the  earlier  case.' 

s  Quoted  by  BroadhflMl,  op.  oit.,  p.  67. 

s  AwMds,  cto.,  ToL  i.  p.  170.  •  Ibid.,  p.  188. 
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Gf  a  similar  tenor  was  the  decision  of  the  Court  in 
an  important  case  heard  in  1901,  which  affected  the  en- 
tire Thames  gold-mining  district.  In  annoimcing  the 
decision  of  the  Court  not  to  allow  any  advance  in  the 
wages  paid,  the  President  of  the  Court  (Mr.  Justice 
Cooper)  said: 

We  are  satisfied  that  the  gold-mining  industry  in  this  industrial 
district  is,  notwithstanding  an  increased  output  of  gold  from  the 
Waihi  mine,  in  a  languishing  and  depressed  condition.  .  .  .  The 
Court  is  not,  in  our  opinion,  justified  in  so  increasing  the  rate  of 
wages  as  to  destroy,  or  in  a  great  measure  cripple,  an  industry  upon 
which  so  many  workers  now  depend  for  their  livelihood  and  in  which 
so  many  individuals  have  invested  their  money.^ 

The  workers  had  urged  an  increase  in  the  cost  of  living 
as  a  reason  why  higher  wages  should  be  paid,  but  the 
Court  found  that  while  some  articles  had  increased  in 
price  during  the  preceding  eighteen  months,  the  evi- 
dence submitted  seemed  to  point  to  the  conclusion 
that,  on  the  whole,  the  cost  of  Uving  was  substantially 
the  same  as  it  had  been  eighteen  months  before. 
The  emphasis  placed  upon  considerations  affecting 
^  the  prosperity  of  the  industry  was  not  confined  to 
mining.  In  several  cases  dealing  with  manufacturing 
industries  which  were  heard  by  the  Court  in  1902  the 
same  attitude  was  taken  as  that  shown  above.  In  the 
case  of  the  Auckland  Iron  and  Brass  Moulders  the 
Court  refused  an  increase  in  the  minimum  wage  (1^.  1  ^d. 
per  hour)  fixed  by  an  award  made  in  1899.  The 
President  (Cooper)  said: 

At  the  hearing  before  us,  it  was  clearly  proved  that  the  condition  of 
the  trade  at  present  was  no  better  than  it  was  in  July,  1899.  Indeed, 
the  effect  of  the  evidence  is  to  satisfy  us  that  the  trade  is,  if  anything, 
in  a  less  prosperous  condition  thui  it  was  then.  The  union  has, 
therefore,  failed  to  establish  a  case  justifying  the  Court  in  increadng 
the  minimuTn  wage  fixed  in  1899.* 

>  Awuds,  etc.,  ToL  iii,  p.  34.  *  nrid.,  p.  80. 
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In  the  case  of  the  Wellington  bookbinders  the  Court 
called  attention  to  the  low  margin  on  which  the  em- 
ployers were  operating,  owing  to  importations,  and 
said: 

We  have  felt  that  aay  material  additional  burden  or  restriction 
placed  upon  manuf  actiurers  here  will  imperil  the  industry  altogether, 
and  that  the  efifect  will  be  not  to  give  more  work  to  local  journeymen 
at  higher  wages,  but  to  compel  additional  importations,  and  to  go 
far  to  destroy  an  industry  wluch  at  the  present  time  affords  employ- 
ment to  a  considerable  number  of  workers  who  are  not  technically 
journeymen.^ 

Outside  competition  was  also  found  to  prevail  in  the 
cycle  manufacture  and  the  Court  said  it  was  obUged 
to  take  it  into  consideration  ''  in  fixing  the  mini- 
mum wage  of  adult  workers  and  in  considering  the 
employment  and  apprenticeship  of  youths."  * 

The  case,  however,  which,  better  than  any  other, 
illustrates  the  consideration  which  the  Court  gave, 
during  the  early  years,  to  the  interests  of  the  employers 
is  that  of  the  Canterbury  Woolen  Mills'  Employees, 
in  which  an  award  was  made  in  1902.  The  workers 
asked  the  Court  to  substitute  for  the  existing  piece- 
rate  system  a  system  of  weekly  wages  at  certain  rates 
stated  in  their  petition.  After  calling  attention  to  the 
fact  that  such  a  change  would  involve  an  increase  of 
wages  to  the  amount  of  £11,000  on  an  existing  pay-roll 
of  £25,000  per  annum,  the  Court  said  that  a  careful 
examination  of  the  wage  sheets,  the  conditions  of  work 
and  the  earnings  of  the  piece  workers  had  satisfied  it 
that 

no  real  cause  for  complaint  exists  and  that  these  workers  are  well 
treated  and  well  paid  under  the  present  i^ystem.  ...  In  dealing 
with  an  industry  of  this  description  we  have  to  consider  the  interests 
of  the  industry  as  a  whole.    It  it  is  to  be  successfully  conducted, 

>  Awuds,  etc,  ToL  Ui,  p.  849.   Gf.  Clark,  op.  dt.,  p.  1290. 
•  Awu^  eto..  Tol.  m.  p.  6M. 
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reasonable  proYudon  has  to  be  made  for  the  mamtenanoe  of  the 
machinery  and  plant  under  everchanging  conditions,  and  while  it  is 
the  duty  of  the  Court  to  see  that  the  workers  are  reasonably  and 
fairly  paid  for  their  labor,  the  Court  has  also  a  duty  to  perform  to  the 
employer,  and  to  see  that  the  conditions  imposed  are  not  such  as  to 
seriously  imperil  the  ezistenoe  of  the  industry,  and  so  produce  results 
which  would  be  disastrous  to  the  employers,  to  the  workers  and  to 
the  district.  Being  satisfied,  therefore,  that  the  workers  generally 
are  fairly  paid  under  the  present  piece-work  rates  and  ccmcfitions,  it 
is  the  duty  of  the  Court  to  maintain  as  far  as  possible  the  present 
conditions.  And  in  this  present  dispute  the  Court  must  take  into 
consideration  the  fact  that  the  production  of  these  mills  have  to  be 
sold  in  competition  with  those  of  the  other  woolen  mills  in  the  other 
industrial  districts.  No  dispute  exists  in  reference  to  these  mills,  nor 
has  the  Court  any  power  to  make  one  award  applying  to  the  miUs  in 
the  other  parts  of  the  Cdony.  It  would  be  manifestly  unjust  for  the 
Court  to  impose  conditions  on  the  Canterbiuy  mills  which  would 
serioudy  hamper  their  business  and  power  to  fairly  compete  with  the 
other  woolen  mills  in  the  Colony.^ 

The  inclination  of  the  Court  in  its  earlier  decisions  to 
emphasize  the  lack  of  prosperity  of  an  industry  when- 
ever it  refused  an  increase  of  wages  led  the  workers,  not 
unnaturally,  to  beUeve  that  the  profits  being  obtained 
by  certain  establishments  might  properly  be  urged  as  a 
reason  why  increases  of  wages  should  be  allowed.  Mr. 
Justice  Cooper,  the  judge  who  made  most  use  of  the 
prosperity-of-the-industry  argument,  unwittingly  lent 
color  to  this  belief  by  a  statement  made  by  him  in 
connection  with  a  hearing  of  the  Tanners'  and  Fell- 
mongers'  dispute  at  Christchurch  in  1901.  He  said  to 
the  employers:  ''  It  is  quite  clear  that  a  good  deal  of 
the  information  upon  which  the  union  must  necessarily 
rely  to  base  a  claim  for  higher  wages  is  in  possession  of 
the  other  side^  and  that  is  the  profits  you  are  making  on 
your  business."  * 

This  statement  was  followed  by  a  request  that  the 
employers  furnish  him  with  copies  of  their  balance- 

>  Awftrds,  eto..  roL  iii,  p.  607.  *  BrcMdbOKl,  op.  oit..  p.  58. 
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sheets  or  other  infonnation  necessary  to  enable  the 
Court  to  tell  what  profits  they  were  making.  It  does 
not  appear,  however,  that  any  use  was  made  of  this 
information  or  that  the  books  were  actually  called  for 
and  inspected.^ 

Any  expectation  that  the  workers  may  have  had  that 
under  the  Court's  interpretation  of  the  purposes  of  the 
act  they  might  expect  to  share  in  the  profits  of  success- 
ful concerns  was  doomed  to  disappointment.  It  was 
Mr.  Justice  Cooper  himself  who  first  repudiated  such 
an  interpretation  of  his  own  decisions.  In  the  Thames 
gold-mining  dispute,  already  referred  to,  the  miners 
employed  by  the  Waihi  mining  companies  claimed  an 
increase  of  wages  on  the  basis  of  the  large  profits  being  V 
obtained  by  those  companies.  The  Court  held  the 
reason  given  to  be  insufficient  and  said: 

The  fact  that  two  or  three  companies  in  the  district  are  obtaining 
good  retiims  and,  therefore,  that  the  rate  of  wages  should  be  based 
upon  the  profits  made  by  the  companies,  affords,  in  our  opinion,  no 
sound  reason  for  fixing  a  high  rate  of  wages  in  a  district  where  the 
great  majority  of  mines  are  not  obtaining  payable  returns.* 

Much  criticism  of  this  award  was  expressed  by  the 
workers  and  their  sympathizers,  but  even  more  dissatis- 
faction was  felt  concerning  a  similar  decision  rendered 
in  1906  in  a  case  brought  by  the  Dimedin  seamen  against 
their  employer,  the  Union  Steamship  Company  of  New 
Zealand.    This  company  and  other  New  Zealand  ship- 

>  Broadhead*  op.  dt.,  pp.  6S-fiO. 

s  Awards,  etc.,  vol.  iii,  p.  25.  In  1907  tho  Coart  allowed  an  inoraaae  of  wages  to 
worken  employed  in  the  Waihi  mines  Obid.,  vol.  viii,  p.  100).  This  was  one  of  the 
fiist  eases  heard  by  Mr.  Justioe  Sim  after  he  became  President  of  the  Ck>art.  Mr. 
Brown,  the  employees*  representative  in  the  Court,  protested  against  allowing  an 
advanos  in  wages,  quoting  the  above  statement  by  Mr.  Justioe  Cooper  as  a  sufficient 
lesson  why  no  advance  should  be  made.  He  further  stated  that  in  order  to  make  out 
a  ease  before  the  Court  the  industrial  union  of  workers  which  had  been  defeated  in  the 
former  ease  had  now  apMt  into  two  unions.  "  The  effect  of  this  division."  he  said,  *'  was 
to  ensble  them  to  single  out  praetioaUy  the  only  dividend-paying  company  in  the 
dfetriet"aUd..  p.384). 
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ping  companies  had,  in  1893,  reduced  the  wages  of  their 
seamen  ten  shillings  per  month,  owing  to  the  bad  times. 
Ever  since  that  time  the  employees  had  been  endeavor- 
ing, without  success,  to  have  their  wages  restored  to  the 
old  level.  Failing  to  secure  the  increase  by  the  volim- 
tary  action  of  the  company  they  had  recourse  to  the 
Arbitration  Court.  As  the  case  was  presented  to  the 
Court,  much  emphasis  was  placed,  by  the  employees, 
on  the  prosperity  of  the  Union  Company.  In  rendering 
a  decision  adverse  to  the  claim  of  the  employees,  Mr. 
Justice  Chapman  said: 

The  majority  of  the  Court  do  not  think  that  any  substantially  dif- 
f^^nt  circumstances  are  shown  to  have  arisen  since  the  last  award, 
justifying  an  increase  of  wages.  Evidence  was  given  as  to  the  proeh 
perity  of  the  Union  Steamship  Company,  the  chief  employer  in  the 
Colony.  Such  evidence  is  usually  admitted  by  the  Court  as  part  of 
the  general  inquiry,  but  the  Court  does  not  settle  the  wages  on  a 
profit-sharing  basis,  as  that  might,  in  many  industries,  involve  the 
necessity  of  fixing  a  differential  rate  as  between  employers,  and 
would  certainly  lead  to  confusion.^ 

The  disappointment  felt  by  the  seamen  over  this 
award  and  the  opinion  of  the  Coiu*t  was  shared  by  many 
others.  Even  the  Secretary  of  Labour,  Mr.  Edward 
Tregear,  felt  warranted  in  making  it  the  subject  of 
comment  in  his  next  annual  report.  He  said:  '^  The 
sailors  took  the  view  that  if  they  did  not  get  an  increase 
during  days  of  prosperity,  but  only  suflfered  reductions 
in  hard  times,  the  position  was  unfair."  * 
y  A  perusal  of  the  above  quotations  from  the  opinions 
of  the  Arbitration  Court,  giving  reasons  for  refusing 
increases  of  wages  on  the  ground  that  the  prosperity  of 
the  industries  concerned  did  not  warrant  such  increases, 
would  naturally  lead  the  reader  to  suppose  that  during 
the  early  years  of  the  enforcement  of  the  Conciliation 

>  Awards,  eto.,  vol.  vii.  p.  60. 
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and  Arbitration  Act,  increases  of  wages  were  generally 
refused  by  the  Court.  Such  a  conclusion,  however, 
would  be  erroneous.  The  general  tendency  during 
the  early  years  of  the  Act  was  to  advance  wages  and 
this  tendency  is  noticeable  in  the  awards  of  the  Arbi- 
tration Court  as  well  as  in  the  findings  of  the  boards 
of  conciliation.  / 

Mr.  Ernest  Aves,  reviewing  the  operation  of  the  Act 
for  the  first  twelve  years  of  its  history,  in  his  report  to 
the  British  government,  gives  a  list  of  sixty-four  cases 
in  which  more  than  one  award  had  been  made  in  the 
same  trade  and  in  which  increased  wages  or  shorter 
hours  (generally)  had  been  allowed.  On  the  other 
hand,  there  were  only  forty-nine  cases  in  which  more 
than  one  award  had  been  made  and  in  which  wages  and 
hours  had  been  left  unaltered.^  ''  In  the  whole  series 
of  awards,'^  he  goes  on  to  say,  '^  there  has  been  only  one 
insignificant  case  where  wages  have  been  reduced,  and 
two  where  hours  have  been  increased."  *  Altho  the 
advances  made  by  the  Court  in  those  cases  where  an 
increase  of  wages  was  allowed  were  in  most  cases  not 
considerable,  they,  nevertheless,  do  relieve  the  Court 
from  the  imputation  that  during  the  early  years  of  its 
existence,  the  workers  who  applied  to  the  Court  for  an 
improvement  in  their  situation  generally  went  away 
empty-handed.  In  addition  to  the  cases  enumerated 
by  Mr.  Aves  where  more  than  one  award  had  been  made 
by  the  Court,  he  reported  that,  up  to  March  31, 1907, 
there  were  one  hundred  and  fifteen  cases  in  which  only 
one  award  had  been  made.'  It  is,  doubtless,  well 
within  the  truth  to  say  that  in  the  majority  of  these 
cases  the  minimum  wage  fixed  by  the  Court  was  some- 

1  Report  to  the  Seeratary  of  State  for  the  Home  Department  on  the  Wages  Boards 
and  Industrial  GoooOiation  and  Arbitration  Acts  of  Australia  and  New  Zealand, 
London.  1908,  pp.  M-08. 

<  Ibid.,  p.  M.  •  Ibid.,  p.  08. 
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what  above  that  which  some  of  the  workers  in  the 
trade  in  question  had  been  receiving. 

Altho  the  early  decisions  of  the  Court  of  Arbitration 
granting  increases  in  wages  seldom  state  the  reasons 
which  impelled  the  Court  in  allowing  the  increases,  the 
period  was  one  of  slowly  rising  prices  and  it  soon  became 
evident  to  the  workers  that  arguments  based  on  the 
increased  cost  of  living  were  most  likely  to  carry  weight 
with  the  Court.  Perhaps  such  arguments  exercised 
more  influence  than  the  facts  warranted,  for,  as  we  shall 
later  see,  the  increase  in  the  cost  of  living  was  much  less 
in  New  Zealand  than  in  other  parts  of  the  world;  but 
the  statistics  which  showed  this  to  be  so  had  not  yet 
been  collected  and  tabulated,  and  popular  opinion  was 
influenced  by  reports  from  E\u*ope  and  America. 

The  Court  of  Arbitration  in  New  Zealand  has  never 
directly  declared  it  to  be  its  intention  to  measure  the 
wages  by  the  cost  of  living  of  the  workers.  The  purpose 
of  the  Conciliation  and  Arbitration  Act  was  to  prevent 
strikes,  not,  as  in  the  case  of  the  wages  boards'  le^s- 
lation  of  Australia,  to  prevent  "  sweating."  The  first 
workers  to  take  advantage  of  this  Act  were,  therefore, 
not  those  in  the  unorganized  and  poorly  paid  trades 
but  those  already  organized  in  strong  trade  unions.  It 
was  not  to  be  supposed  that  the  disputes  originated  by 
this  class  of  workers  and  carried  to  the  Court  of  Arbi- 
tration would  have  to  do  with  wages  insufficient  to 
cover  the  cost  of  subsistence.  An  award  of  the  Coiurt 
which  allowed  wages  only  sufficient  to  cover  the  cost  of 
living  would  not  serve  to  settle  a  dispute  between  a 
well-organized  union  of  skilled  workers  and  their 
employers;  and  therefore  in  the  early  awards  made  by 
the  Court  no  effort  was  made  to  establish  a  standard 
minimum  wage  based  on  the  cost  of  living  to  the 
unskilled  worker.    The  principle  which  governed  the 
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Court,  says  Dr.  Clark,  was  "  to  include  in  the  award 
such  terms  as  would  probably  have  been  included  in  a 
collective  bargain  between  the  parties  thereto  in  case 
they  had  come  to  an  extra-judicial  agreement.'^  Such 
a  wage  was  fixed  as  would  be,  in  the  opinion  of  the 
Court,  "  a  fair  wage,  or  a  ruling  wage  in  the  locality  in 
which  the  decision  applies."  ^ 

III 

As  time  went  on,  several  considerations  led  the  Court 
of  Arbitration  in  New  Zealand  to  place  more  emphasis 
upon  the  cost  of  living  as  a  standard  by  which  to 
measure  changes  in  the  minimum  wage  established  by 
the  Court. 

1.  Applications  for  awards  became  more  numerous 
from  industrial  unions  representing  less  highly  skilled 
and  poorer  paid  workers.  While  the  minimum  wage  in 
the  case  of  the  highly  skilled  workers  bore  no  obvious 
relation  to  the  cost  of  living  of  the  workers,  for  the 
unskilled  and  for  women  workers  it  would  be  the  duty 
of  the  Court  to  see  that  the  minimum  wage  established 
by  the  Court  was  high  enough  to  enable  the  worker  to 
maintain  a  decent  standard  of  living. 

2.  As  most  of  the  applications  for  awards  came  from 
the  workers'  imions  and  as  a  demand  for  an  increase  of 
wages  was  invariably  a  part  of  such  applications,  the 
Court  naturally  threw  upon  the  applicants  the  burden 
of  showing  that  an  increase  was  necessary.  This  was 
especially  true  in  the  case  of  second  or  subsequent 
awards  made  by  the  Court  to  the  same  group  of  workers. 
When  the  Court  has  once  made  an  award,  fixing  the 
minimum  rate  of  wages  for  a  given  trade,  and  the 
workers,  upon  the  expiration  of  that  award,  ask  for  an 

s  Clark,  op.  eit.,  p.  1205. 
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increase  of  wages,  it  is  natural  that  the  Court  should 
demand  the  reason  for  altering  the  minimum  wage.  It 
is  equally  natural  that  in  a  period  of  rising  prices  the 
workers  should  plead  an  increase  in  the  cost  of  living 
as  a  reason  for  their  demands  and  if  they  are  able  to 
show  that  an  increase  in  house  rents  and  in  the  prices 
of  such  commodities  as  are  usually  purchased  by  them 
has  taken  place  since  the  last  award  was  made,  it  will 
be  very  difficult  for  employers  to  make  a  successful 
resistance  before  the  Coiut  to  the  demand  on  the  part 
of  their  employees  for  an  increase  in  the  minimum 
wage. 

3.  Cost  of  living  was  early  made  use  of  by  judges  of 
Australian  courts  of  arbitration  as  a  basis  for  the 
minimum  wage.  Altho  New  Zealand  judges  were  in 
no  way  boimd  to  follow  these  precedents,  the  argu- 
ments by  which  the  Australian  judges  defended  their 
awards,  especially  the  argument  of  Mr.  Justice  Higgins 
of  the  Commonwealth  Arbitration  Court  in  the  Har- 
vester case,^  in  which  he  laid  down  the  principle  that  a 
fair  and  reasonable  wage  was  one  which  provided  for 
"  the  normal  needs  of  the  average  employee,  regarded 
as  a  human  being  living  in  a  civilized  community,'' 
were  widely  quoted  in  New  Zealand  and  undoubtedly 
exercised  influence  in  the  Arbitration  Court. 

Altho  cost  of  living  may  have  been  one  of  the  factors 
involved  in  the  wage  determinations  of  the  earliest 
awards,  it  is  first  mentioned  in  connection  with  an  award 
made  as  late  as  1902.  The  case  was  that  of  the  Auck- 
land carters  and  it  was  Mr.  Justice  Cooper  who  rendered 
the  decision.    He  said: 

In  fixing  the  minimTim  (wage)  we  have  had  r^ard  to  the  cost  of 
living  in  Auckland,  the  nature  of  the  work  to  be  performed  for  the 
wages  fixed,  and  the  rates  already  fixed  in  other  centers.   We  believe 

*  Bi  iMrte  H.  V.  MoOfty,  2  GonmioiiwMlth  Arbitration  Baports,  p.  1. 
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that  the  rates  ii?e  have  settled  for  Auckland  are,  compared  with  the 
cost  of  living  in  the  cities  of  Wellington  and  Dunedin,  where  awards 
have  already  been  made,  fair  and  reasonable  and  justified  by  the 
evidence  adduced  before  us  in  the  case.^ 

The  extent  to  which  the  Court  veould  go  in  requiring 
proof  of  an  increc^e  in  the  cost  of  living  of  the  workers 
before  it  would  allow  an  increase  of  wages  is  well  brought 
out  in  a  decision  made  in  1905  after  hearing  a  dispute 
brought  by  the  miners  of  the  Westland  district.  On  this 
occasion^  Mr.  Justice  Chapman,  the  President  of  the 
Court  said: 

In  the  latest  awards  made  by  the  Court  it  has  refused  either  to 
increase  or  decrease  the  wages  on  the  evidence  then  brought  forward. 
We  have  been  asked  to  deal  with  the  question  upon  evidence  put 
forward  by  the  various  parties.  As  to  this  evidence  it  is  sufficient 
for  present  purposes  to  say  that  it  did  not  tend  to  show  a  general 
increase  in  the  cost  of  living  dating  the  last  few  years,  and  in  this 
respect  it  stands  in  marked  contrast  with  evidence  which  we  have 
recdved  in  other  parts  of  New  Zealand.  At  Reefton  it  was  shown 
that  there  is  no  increase  either  in  house-rent  or  board.  In  the  case 
of  the  coal  mines,  we  do  not  think  that  the  evidence  tended  to  show 
that  the  established  tonnage  rates  lead  to  substantially  different 
results  in  the  way  of  remuneration  from  those  which  the  Court  had 
before  it  in  making  the  former  awards.' 

The  reference  in  the  above  quotation  to  the  imsatis- 
factory  evidence  which  laborers  were  likely  to  oflfer  to 
the  Court  to  show  that  there  had  been  an  increase  im 
the  cost  of  living  clearly  indicates  one  reason  why  the 
New  Zealand  Court  of  Arbitration,  during  the  early 
years  of  its  existence,  placed  so  little  emphasis  on  cost 
of  living  as  a  principle  for  determining  the  minimunr 
wage.  The  evidence  offered  by  the  workers  was  for  the 
most  part  personal  —  price  quotations  made  from 
memory  relative  to  the  commodities  which  they  had 
purchased  or  the  rents  paid  for  their  houses.  Such  evi- 
dence could  easily  be  matched  by  employers  quoting 

1  AwBide,  ete..  voL  itt,  p.  82.  *  Ibid.,  yoL  vi,  p.  83. 
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instances  of  reductions  which  had  taken  place  in  prices 
and  rents,  so  that,  as  more  than  one  judge  remarked, 
the  evidence,  taken  in  toto,  tended  to  furnish  no  proof 
as  to  what  changes,  if  any,  had  taken  place  in  the  cost 
of  living. 

The  New  Zealand  government  made  no  eictended 
study  of  the  cost  of  living  imtil  1912.  But  after  the 
census  of  1906  was  taken,  a  comparison  was  made  of 
the  changes  in  wages  and  of  changes  in  the  prices  of 
food  since  1895,  the  year  the  Industrial  Conciliation 
and  Arbitration  Act  went  into  effect.  The  year  1906 
was  made  the  basis  of  the  index  numbers  used.  Later 
the  figures  were  made  to  include  the  year  1907.  The 
index  numbers  were  as  follows:  ^ 


Year 

Wacc* 

FrioMofFood 

1896 

84.8 

84.3 

1896 

84.3 

86.1 

1897 

84.6 

86.1 

1898 

88.7 

87.4 

loV9 

88.0 

83.6 

1900 

90.4 

86.0 

1901 

89.7 

89.6 

1902 

93.4 

105.6 

1908 

96.5 

100.5 

1904 

98.6 

98.5 

1905 

98.0 

102.0 

1906 

100.0 

100.0 

1907 

104.9 

103.3 

Except  for  a  general  upward  tendency  on  the  part  of 
both  wages  and  prices,  it  cannot  be  said  that  these 
figures  indicate  that  any  close  relationship  existed 
between  wages  and  prices  in  New  Zealand  during  these 
years.  The  fluctuations  in  one  column  seem  to  be 
independent  of  those  in  the  other.  It  is  probably  true, 
however,  that,  taking  the  period  as  a  whole,  wages  kept 
pace  with  prices  of  food  better  in  New  Zealand  than  they 

>  New  Zeaknd  OffieuJ  Yeu^Book.  1908.  p.  640. 
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did  in  Europe  and  America.  It  is  doubtful,  however, 
whether  the  awards  of  the  Court  of  Arbitration  can 
be  said  to  have  been,  in  any  large  degree,  responsible 
for  this  parallel  movement.  The  wage  statistics  from 
which  the  above  index  numbers  were  calculated  included 
the  wages  of  agricultural  and  pastoral  laborers  and 
domestic  servants,  practically  none  of  whom  was 
covered  by  court  awards.  Some  slight  effect  of  the 
awards  may,  perhaps,  be  seen  in  the  fact  that  wages 
in  manufacturing  occupations  increased  19  per  cent 
between  1895  and  1905,  whereas  wages  in  general 
increased  only  15.5  per  cent  during  these  years.^ 

Greater  use  was  made  of  cost  of  living  as  a  principle 
for  determining  the  minimum  wage  by  Mr.  Justice  Sim,y^ 
who  became  President  of  the  Court  of  Arbitration  in 
1907,  than  by  any  of  his  predecessors.    The  reasons  for 
this  were,  presumably,  the  following: 

1.  The  majority  of  the  awards  made  during  the  first 
ten  or  twelve  years  of  the  operation  of  the  Act  had,  as 
we  have  observed,  allowed  some  increase  in  the  wages 
of  the  workers.  After  a  time,  however,  it  was  foimd 
that  conditions  within  an  industry  and  the  competition 
which  it  had  to  meet  made  it  unwise  to  make  further 
increases  of  wages  imless  it  could  be  established  by 
sufficient  evidence  that  changes  in  the  cost  of  living 
threatened  to  reduce  the  standard  of  living  of  the 
workers. 

2.  The  influence  of  the  reasoning  of  Mr.  Justice 
Higgins  in  the  Harvester  and  other  cases,  which  we  have 
already  mentioned.  In  a  conversation  with  the  writer 
in  1911,  Mr.  Justice  Sim  acknowledged  that  Mr.  Jus- 
tice Higgins  had  expoimded  more  fully  than  had  anyone 
else  the  doctrine  of  a  living  wage  and  said  that  he  was 
in  thoro  agreement  with  the  latter's  exposition  of  the 
subject. 

>  New  ZMknd  OffioUJ  YMr-Book,  1908,  p.  640. 
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The  first  important  case  in  which  Mr.  Justice  Sim 
expressed  his  opinion  concerning  the  relation  which 
should  exist  between  wages  and  the  cost  of  living  was 
that  of  the  Gisborne  painters  heard  in  May,  1909.  The 
workers  had  asked  for  an  increase  of  wages  beyond  that 
allowed  them  by  an  award  of  the  Court  made  in  1905. 
In  denying  this  request,  Mr.  Justice  Sim  said: 

The  union  asked  to  have  the  miniminn  wage  for  painters  increased 
from  1«.  Sd.  to  U.  4id,  per  hour,  on  the  ground  that  the  cost  €i 
living  in  Gisborne  had  increased  since  the  last  award  was  made.  So 
far  from  this  being  established,  the  evidence  went  to  show  that  the 
cost  of  a  number  of  the  necessaries  of  life  was  actually  less  than  in 
1905.  Taking  the  case,  therefore,  as  presented  by  the  parties  at  the 
hearing,  if  any  alteration  were  to  be  made  in  the  minimum  wage,  it 
should  be  a  reduction  instead  of  an  increase.^ 

Altho  this  threat  of  a  decrease  of  wages  was  not  carried 
y  out,  the  Court  let  the  workers  know  in  no  uncertain 
language  that  they  need  expect  no  advances  in  wages 
unless  they  were  able  to  bring  proof  of  their  necessity. 
The  judge  continued: 

Much  expense  and  disappointment  will  be  avoided  if  the  executives 
of  unions  will  ponder  well  what  we  have  said,  and  if  before  originat- 
ing a  dispute  they  will  ascertain  that  there  is  some  definite  and 
reasonable  ground  for  asking  for  an  alteration  in  the  terms  of  an 
existing  award,  and  will  recognise  that  without  some  such  ground 
it  is  useless  to  ask  for  any  alteration.  It  is  idle  to  ask,  as  many 
unions  do,  for  an  increase  in  the  wages  fixed  by  an  existing  award, 
and  to  have  nothing  better  to  ofifer  in  support  of  the  application 
than  the  evidence  of  a  number  of  workers  who  are  prepared  to  say 
that,  in  their  opinion,  the  wages  asked  for  are  reasonable.  To  rely 
on  evidence  of  that  kind  is  to  confess  that  the  union  has  been  unable 
to  find  anything  in  the  shape  of  fact  or  argument  to  support  its  case.' 

This  decision  was  very  unfavorably  received  by 
unionists  throughout  New  Zealand.  It  seemed  to  them 
to  be  practically  equivalent  to  saying  that  imder  com- 
pulsory arbitration  there  was  little  hope  of  laborers 
improving  their  position.   They  were  asked  to  abandon 

I  Awards,  ete.,  vol  x.  p.  101.  *  Ttid,,  p.  lOa. 
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the  use  of  the  strike  and  to  accept  m  place  thereof  the 
awards  of  the  Court.  If,  now,  these  awards  granted 
mcreases  of  wages  only  when  the  applicants  were  able 
to  prove  that  the  increases  were  necessary  to  maintain/" 
real  wages  at  the  existing  level,  it  was  obvious  that  the 
Arbitration  Court  was  not  to  be  an  instrument  for 
bringing  about  a  better  distribution  of  wealth. 

It  is  due  to  Mr.  Justice  Sim  to  say  that  he  recognized 
fully  the  force  of  this  criticism.  In  the  conversation 
which  the  writer  had  with  him,  the  judge  said  that  he 
did  not  see  how  the  Conciliation  and  Arbitration  Act 
could  be  made  an  effective  instrument  for  bringing 
about  a  better  distribution  of  wealth.  The  Act  assumed 
the  continuance  of  the  wage  system.  The  Court,  he 
thought,  could  not  do  more  than  establish  a  minimum 
wage,  and  he  believed  it  was  the  intention  of  Parliament 
to  establish  by  means  of  this  minimum  wage  a  level 
below  which  the  competition  of  employers  was  not  to  be 
allowed  to  reduce  wages.  Any  attempt  to  bring  about 
a  better  distribution  of  wealth  must  be  made  outside 
the  sphere  of  the  Court  and  by  such  means  as  profit- 
shaiing,  cooperative  production,  socialism. 

In  harmony  with  its  policy  of  requiring  tmions  asking 
for  higher  wages  to  submit  evidence  tending  to  show  the 
need  of  an  increase,  the  Court,  in  August,  1908,  refused 
to  fix  a  minimum  wage  for  general  farm  laborers  in  the 
Canterbury  district,  because  the  applicant  union  failed 
to  furnish  evidence  to  show  that  the  majority  of  the 
workers  were  dissatisfied  with  existing  wages.  The 
difficulties  in  the  way  of  fixing  a  satisfactory  minimum 
for  the  thousands  of  workers  in  an  industry  like  farming 
were  such  that  the  Court  held  that  it  was 

not  practieable  to  make  an  award  fixing  the  hours  of  work  and  wages 
for  general  farm  hands  without  altering  seriously  the  conditions 
und^  which  farming  is  now  carried  on.^ 

»  AwMdh  tto.,  ToL  is,  p.  636. 
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It  might  seem,  from  this  statement^  that  the  Court  had 
put  the  prosperity  of  the  industry  above  the  welfare  of 
the  workers,  but  this  the  Court  did  not  admit.  Mr. 
Justice  Sim  said: 

If  a  strong  case  had  been  made  out  for  interference  the  Court  might 
have  been  compelled  to  make  an  award  on  the  subject,  and  to 
attempt  to  regulate  the  hours  of  work  and  wages  of  general  farm 
hands.  Such  a  case,  however,  has  not  been  made  out,  and  the  Court 
is  thus  relieved  from  the  necessity  of  making  the  perilous  attempt  to 
regulate  by  award  the  whole  farming  industry  of  the  Dominion.^  ^ 

According  to  the  evidence  given  in  this  case,  a  large 
portion  (perhaps  90  per  cent)  of  the  farm  laborers  lived 
with  their  employers  who  furnished  them  with  board 
and  lodging.  '^  The  question  of  a  living-wage,  there* 
fore,''  said  the  Court,  '!  does  not  arise  in  connection 
with  this  class  of  workers."  * 

The  question  did  arise  in  connection  with  the  day- 
workers,  and  the  Court  admitted  its  obligation  to 
consider  the  claims  of  these  workers.  The  evidence 
submitted  tended  to  show  that 

a  large  number  of  the  farmers  pay  their  day-laborers  7«.  per  day  and 
upwards,  while  others  pay  only  6s.  per  day,  and  some  as  low  as  Sb. 
per  day.  We  think  that  anjrthing  less  than  7«.  per  day  is  not  a 
living-wage  where  the  worker  has  to  maintain  a  wife  and  children, 
and  that,  so  far  as  the  day-laborer  is  concerned,  a  case  has  been  made 
out  for  the  interference  of  the  Court.  In  ordinary  circumstances 
the  Court  would  make  an  award  dealing  with  this  case.  The  day- 
laborers  form,  however,  only  a  small  fraction 'of  the  workers  emr 
ployed  by  farmers,  and  we  are  not  justified  in  bringing  seven  or 
eight  thousand  farmers  under  the  operation  of  an  award  for  the  sake 
of  benefitting  a  small  number  of  day-laborers  who  are  paid  less  than 
7«.  per  day.' 

Somewhat  naively,  the  Court  made  a  "  recommenda- 
tion ''  that  farmers  pay  their  day-laborers  not  less  than 
78.  per  day  and  dismissed  the  case,  feeling  assured  that 

>  Awuda.  eton  Tol.  iz.  p.  520.  •  nrid.,  pp.  fiM-S7. 

•  lUd.,  p.  62a. 
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''  farmers  will,  no  doubt,  see  the  wisdom  of  giving 
effect  to  this  recommendation.''  ^ 

In  July,  1909,  the  Court  again  refused  to  make  an 
award;  this  time  on  the  application  of  the  hotel  and 
restaurant  employees  in  private  hotels  and  boarding 
houses  in  Christchurch.  The  Court  held  that  it  was 
impracticable  to  classify  the  boarding  houses  in  such  a 
way  as  to  fix  varying  scales  of  wages  and  that  to  require 
all  to  pay  the  same  wages  would  drive  some  of  them  out 
of  business.  Mr.  Justice  Sim,  speaking  for  the  majority 
of  the  Court,  declared  that 

Even  if  they  could  afford  to  pay  increased  wages,  there  Is  no  reason 
why  they  diould  be  compelled  to  do  so.  Where,  as  in  the  present 
case,  the  workers  concerned  are  provided  with  board  and  lodging 
and  are  paid  a  wage  sufficient  to  furnish  them  with  ail  other  neces- 
saries of  life,  there  can  be  no  question  of  a  living-wage,  and  except  in 
special  circumstances,  the  Court  ought  not  to  attempt  to  regulate 
the  wages  of  such  workers.' 

Mr.  McCullough,  the  representative  of  the  employees 
in  the  Court,  entered  a  vigorous  protest  to  this  decision 
declaring  that 

the  Court  in  refusing  to  make  an  award  has  made  it  possible  for 
employers  to  sweat  and  underpay  a  very  large  and  deserving  number 
of  young  men  and  women.' 

A  decision  which,  at  first  blush,  seems  to  be  contradic- 
tory to  that  just  considered  was  reached  only  a  few 
months  later  in  the  case  of  the  Roto-Rua  tourist 
accommodation  and  boarding  houses,  where  an  award 
was  made  fixing  minimum  wages  for  the  various  grades 
of  employees  and  also  fixing  the  hours  of  work.  The 
Court  itself  called  attention  to  the  fact  that  an  award 
had  been  refused  in  the  case  of  the  Christchurch  board- 
ing houses,  but  it   noted   the   following  differences 

1  Awmrds,  ete.,  vol.  iz,  pp.  527-M.  *  Ibid.,  p.  509. 

s  n>id.,  r6L  x.  pp.  008-09. 
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between  the  two  cases :  the  proprietors  of  the  Roto-Rua 
boarding  houses  all  catered  to  the  tourist  trade,  had  a 
recognized  tariff  and  carried  on  their  business  under 
siinilar  conditions.  Hence,  it  was  possible  for  the  Court 
to  make  an  award  and  the  evidence  presented  to  the 
Court  showed  the  need  of  some  regulation,  of  especially 
the  hours  of  work.  The  award  was  limited  in  its 
application  to  the  parties  mentioned  and  was  not  to 
apply  to  most  parties  keeping  private  hotels  and 
boarding  houses.^ 

Other  cases  n[iight  be  mentioned  in  which  the  Court 
has  refused  the  demands  of  the  workers  for  higher  wages 
and  has  referred  to  its  opinion  in  the  Gisbome  case 
concerning  the  tendency  of  the  workers  to  submit  their 
cases  without  proper  evidence.* 

While  the  Court  of  Arbitration  in  New  Zealand  has 
not  discussed  at  length,  in  connection  with  its  published 
awards,  the  principles  which  have  governed  its  mem- 
bers in  fixing  the  minimum  wage,  as  the  Australian 
courts  have  done,  Mr.  Justice  Sim,  in  the  above-men- 
tioned interview  with  the  writer,  stated  informally 
the  principle  on  which  the  Court  proceeded  in  estab- 
lishing a  minimum  wage  and  the  methods  by  which 
this  was  accomplished.  In  later  interviews  Messrs. 
Scott  and  McCullough,  the  representatives  of  the 
employers  and  of  the  employees  in  the  Court,  confirmed 
the  correctness  of  this  statement. 

According  to  the  statement  made  by  Mr.  Justice  Sim, 
the  underlying  principle  of  the  minimum  wage  as  it  was 
fixed  by  the  New  Zealand  Court  was  that  of  a  living 
N  wage  to  the  unskilled  worker.  In  the  absence  of  any. 
reliable  statistical  statement  as  to  the  cost  of  living  in 
New  Zealand,  the  Court  considered  that  Ss.  a  day  wad 

>  Awards,  etc.,  Yol.  si,  pp.  162-^68. 

*  See  ibkS.,  pp.  324-25  and  vol.  ziii.  p.  88. 
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sufficient  to  guarantee  a  living  wage  to  workers  in 
unskilled  occupations.  Just  what  these  eight  shillings 
were  supposed  to  cover  was  not  stated.  As  in  most 
occupations  not  more  than  forty-eight  hours  a  week 
were  worked^  this  meant  for  unskilled  workers,  such  as 
builders'  laborers,  carters,  general  laborers  in  metal 
working  establishments,  unskilled  workers  in  quarries, 
weekly  earnings  of  from  forty-five  to  forty-eight  shil- 
lings a  week.  To  this  minimum  wage  of  Is.  an  hour, 
which,  in  the  opinion  of  the  Court  constituted  a  living 
wage,  it  was  the  custom  of  the  Court  to  allow  from  Sd. 
to  4}d  per  hour,  in  addition,  as  the  minimum  wage  for 
skilled  workers,  the  amount  of  the  addition  depending, 
in  part,  on  the  number  of  hours  worked  per  week,  and 
in  part  on  the  degree  of  skill  required  in  the  trade.  The 
intention  seems  to  have  been  to  fix  a  minimum  wage  of 
about  £3  per  week  for  skilled  workers  in  most  trades. 

These  rates  were  awarded  by  the  Court  even  when  ^ 
laborers  presented  no  reliable  evidence  as  to  their  needs. 
If  higher  wages  were  demanded,  the  burden  of  proof, 
as  we  have  already  stated,  was  placed  by  the  Court  upon 
the  workers  to  show  why  higher  rates  of  pay  should  be 
allowed.  Such  evidence  as  was  presented,  said  the 
judge,  was  usually  fragmentary  in  character,  arising 
out  of  the  individual  experiences  of  the  men,  and  was 
so  incomplete  and  contradictory  that  the  Court  could 
make  little  use  of  it.  If  the  Labour  Department,  or 
other  governmental  agency,  he  continued,  would  gather 
and  tabulate  statistics  which  showed  what  changes  in 
wages  and  cost  of  living  were  taking  place,  the  Court 
of  Arbitration  would  attach  much  importance  to  such 
evidence.  He  also  spoke,  approvingly,  of  the  sugges- 
tion which  had  been  made  by  Sir  John  Findlay,  at  that 
time  Attorney-General,  that  a  permanent  commission 
be  appointed  to  study  these  changes  and  report  on 
them  regularly. 
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Both  the  decisions  of  the  Court  and  the  statements 
made  by  the  members  of  the  Cowrt  show  plainly  that 
no  attempt  to  determine  what  was  the  cost  of  living  in 
order  to  use  it  as  a  basis  for  fixing  the  minimmn  wage 
^  had  been  made  in  New  Zealand  prior  to  1912.  The 
Comt  had  apparently  not  even  conducted  such  inquiries 
as  were  being  made  at  this  time  in  Australia  by  Mr. 
Justice  Higgins  prior  to  the  awards  made  in  his  court. 
Instead  of  endeavoring  to  ascertain  these  costs^  the 
New  Zealand  Court  had  in  large  measure  stereotyped 
its  award  wages  by  its  insistence  on  Ss.  a  day  as  the 
minimum  wage.  Not  even  the  employees'  represen- 
tative on  the  Court  seems  to  have  objected  to  the  lack 
of  flexibility  which  this  method  of  fixing  the  minimum 
wage  involved.  His  only  contention,  at  least  as  he 
expressed  it  to  the  writer,  was  that  the  minimum  wage 
should  be  10a.,  rather  than  8^.,  per  day. 

Altho  a  rigid  minimum  wage  was  fixed  by  the  Court 
during  these  years,  one  should  not  fail  to  mention  the 
fact  that  it  was  not  the  expectation  of  the  Court  that 
employers  would  pay  the  minimum  wage  to  all  the 
workers  of  the  class  to  which  it  applied,  nor  does  the 
evidence  gathered  by  the  Department  of  Labour  con- 
cerning the  actual  wages  paid  indicate  that  such  was 
the  practice.  This  is  a  matter,  however,  which  must  be 
reserved  for  later  treatment. 


IV 

By  the  beginning  of  the  year  1912,  the  members  of 
the  Court  of  Arbitration  seem  to  have  become  convinced 
that  some  concessions  to  the  laborers  in  the  way  of 
slight  additions  to  their  wages  would  have  to  be  made. 
Whether  the  Court  reached  this  conclusion  on  the  basis 
of  evidence  furnished  by  the  workers  or  felt  that  general 
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inf onnation  concerning  the  upward  tendency  of  prices 
was  sufficient  to  warrant  these  increases  of  wages,  is 
not  ascertainable  from  the  published  awai^ds.  A  Com- 
mission on  the  Cost  of  Living  in  New  Zealand  was 
appointed  this  year  by  sanction  of  Parliament  and 
made  its  report  on  August  30,  1912;  but  the  tendency 
on  the  part  of  the  Court  to  allow  increases  of  wages  had 
already  begun  before  the  Commission  made  its  report. 
A  survey  of  the  wages  paid  to  common  laborers  in  the 
building  trades  will  show  this  tendency. 

Owing  to  its  high  rents,  Wellington  is  generally  con- 
sidered to  be  the  most  expensive  place  among  the  cities 
of  New  Zealand  for  laborers  to  live.  In  1907  the 
Court  had  fixed  la.  l^d.  per  hour  for  a  week  of  not  to 
exceed  forty-five  hours  as  the  minimum  rate  to  be  paid 
to  laborers  in  Wellington  ''  employed  in  connection 
with  the  erection,  alteration  or  demolition  of  any  build- 
ing, or  in  excavating  or  preparing  ground  for  the 
same."  ^  In  March,  1912,  an  award  of  the  Court 
increased  the  minimum  rate  in  Wellington  by  ^d.  per 
hour.^  In  Auckland  this  same  class  of  labor  had  been 
awarded  Is.  an  hour  by  the  Court  in  1909,'  while  in 
1912  at  Poverty  Bay  in  this  same  district  the  same 
class  of  labor  had  its  minimum  wage  fixed  at  Is.  lid. 
per  hour;  the  Court  stating  that  "  the  wages  fixed  by 
the  award  are  substantially  the  wages  being  paid  at  the 
present  time  throughout  the  Poverty  Bay  district."  * 
In  both  Wellington  and  the  Poverty  Bay  district  forty- 
seven  hoiUB  were  fixed  as  the  length  of  the  working 
week.  In  1908  the  Court  had  fixed  the  minimum  wage 
for  builders'  laborers  in  the  Wellington  district  outside 
the  city  of  Wellington  at  Is.  per  hour  and  for  laborers 
employed  in  the  construction  of  scaffolds  at  Is.  l^d.  per 

&  Awmrds,  ete..  rol.  ym,  p.  lOM.  •  IbkL,  vol.  x.  p.  4fl0. 

*  Ibid.,  vol.  xiU.  p.  60.  «  Ibid.,  vol.  xiil,  pp.  446,  449. 
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hour.^  In  September,  1912,  these  wages  were  increased 
by  l^d.  per  hour,  which  maintained  the  existing  dif- 
ferential between  the  classes.  The  only  statement  the 
Court  made  in  connection  with  the  case  was  to  call 
attention  to  the  fact  that  the  wages  had  been  increased.^ 
It  should  be  said,  however,  that  this  new  award  applied 
only  to  certain  incorporated  towns  in  the  district, 
Napier,  Hastings  and  Wanganui,  and  to  the  country 
round-about.  Elsewhere  in  the  district  the  former 
award  continued  in  force. 

Especial  attention  has  been  given  to  the  wages  of 
builders'  laborers,  because  they  well  represent  the  class 
of  workers  to  whom  the  minimum  wage  is  intended  to 
apply.  It  is  also  possible  to  follow  the  awards  for  this 
class  of  workers  through  a  series  of  years  without  being 
disturbed  by  the  thought  that  they  may  not  always 
represent  the  same  grade  of  workers. 

Other  workers  had  their  wages  increased  by  the 
awards  of  the  Court  at  about  the  same  time.  In  connec- 
tion with  an  award  made  to  the  Wanganui  drivers  in 
October,  1912,  mention  was  made  of  the  fact  that  the 
Court  had  been  allowing  an  increase  of  wages  for  drivers, 
generally,  throughout  the  Dominion.  "  In  the  city  of 
Wellington  the  increase  is  Is.  per  week.  In  Auckland, 
Christchurch,  and  Dunedin  the  increase  is  48.  per 
week." '  Butchers'  wages  at  Auckland  were  increased 
at  about  the  same  time.^ 

On  the  other  hand,  plasterers  in  the  Northern  district 
were  denied  their  request  for  an  increase  of  wages  on  the 
usual  groimd  —  that  the  union  had  ''  failed  to  advance 
any  valid  reason  "  why  an  increase  should  be  made.^ 

The  Coiut  went  a  step  farther  about  this  time  in  its 
policy  of  demanding  proof  from  workers  who  asked  to 

I  Awanto,  ete..  yoI.  iz,  p.  630.  «  Ibid.,  p.  67S. 

*  Ibid.,  Tol.  ziii,  pp.  606,  610.  •  Ibid.,  p.  706. 

*  Ibid.,  p.  665. 
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have  certain  conditions  established  in  an  industry.  To 
the  letter-press  machinists,  who  were  asking  to  have 
wages  and  other  conditions  fixed  for  certain  classes  of 
their  members,  the  Court  declared  it  would  have  made 
provision  for  them 

if  the  Aasooiation  had  placed  before  the  Court  suffident  inf onnation 
to  enable  an  award  to  be  made.  .  .  .  Where  the  Court  la  asked  for 
the  first  time  to  regulate  the  wages  and  conditions  in  connection 
with  any  particular  branch  of  industry,  it  is  necessary  for  the  appli- 
cant to  put  before  the  Court  fully  and  fairly  the  conditions  in  that 
particular  branch.^ 

In  November,  1912,  the  Court,  in  connection  with 
an  award  made  to  employees  of  the  Gisbome  Freezing 
Works,  openly  annoimced  its  policy  with  reference  to 
the  minimum  wage  for  imskilled  laborers.  The  union 
had  asked  for  a  considerable  increase  of  wages  over 
those  granted  in  1910,  when  unskilled  laborers  had 
been  allowed  Is.  an  hour  and  most  of  the  skilled  laborers 
had  been  granted  Is.  3d  per  hour.  The  men  now 
requested  a  minimum  wage  of  Is.  3(2.  per  hour  for  the 
imskilled  laborers.  The  basis  for  this  demand  was  cer- 
tain agreements  recently  entered  into  with  the  meat 
companies  at  Wellington,  Wanganui,  Masterton,  and 
Patea.  These  agreements  were  made  during  a  period 
of  industrial  unrest  and  strikes  were  threatened  unless 
the  demands  made  by  the  workers  were  met.  Under 
these  circumstances,  the  Court  came  to  the  conclusion 
that  the  agreements  which  had  been  entered  into  were,  V 
more  or  less,  forced  and  did  not  represent  the  normal 
demand  for  labor.  It,  therefore,  fixed  the  minimum 
wage  for  the  unskilled  laborers  at  the  Gisbome  Works 
at  Is.  l^d.  per  hour,  and  in  doing  so,  took  occasion  to 
speak  of  the  above-mentioned  agreements  as  follows: 

Under  these  agreements  the  lowest  wage  to  be  paid  for  unskilled 
labour  of  any  kind  is  U.  M.  per  hour,  and  the  wages  to  be  paid  to 

>  Awards,  etc..  vol.  ziii,  p.  794. 
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the  other  workers  are  based  on  this  as  a  minimiim.  The  hin^est 
wage  fixed  by  the  Court  for  general  unskilled  labour  is  1«.  lid.  per 
hour,  and  awards  with  this  as  a  minimum  have  been  made  recently 
in  the  Wellington  and  Taranaki  districts.  In  the  opinion  of  tl^ 
Court,  it  would  not  be  justified  in  treating  1«.  3d.  per  hour  as  the 
proper  mim'mum  for  unskilled  labour,  and  the  award  now  made  is 
based  on  U,  id,  per  hour  as  the  minimum  for  that  class  of  labour. 

The  Court  is  in  the  habit  of  giving  great  weight  to  agreements 
made  by  the  parties  to  an  industrial  dispute  when  it  b  dear  that 
these  agreements  have  been  made  voluntarily,  and  that  employers 
admit  that  the  wages  fixed  thereby  are  fair  remuneration  for  the 
work  in  question.  We  are  not  satisfied,  however,  that  the  agree- 
ments relied  on  in  this  case  are  of  this  character.  There  was  no 
information  before  the  Court  from  the  companies  concerned  as  to 
the  circumstances  in  which  the  agreements  were  made,  but  it  is 
difficult  to  believe  that  the  companies  would  have  agreed  vdiun- 
tarily  to  fix  U.  dd.  per  hour  as  a  minimum  for  unskilled  labour,  and 
there  is  ground  for  suspecting  that  the  agreements  must  have  been 
obtained  by  pressure  which  the  companies  were  unable  to  resist.^ 

The  admission  by  the  Court  that  Is.  IJd  was  a 
proper  minimiiTn  wage  for  unskilled  labor,  with  3d. 
additional  for  skilled  labor,  shows  that  the  higher  cost 
of  living  or  other  conditions  were  regarded  as  a  justifi- 
cation for  a  general  advance  in  the  minimuTn  rates  of 
pay  over  those  which  Mr.  Justice  Sim  and  Mr.  Scott 
believed  to  be  adequate  a  year  before. 

That  the  Court  did  not  feel  itself  boimd  to  take  the 
market  price  of  labor  as  a  basis  for  a  minimum  wage  is 
illustrated  by  the  case  of  the  Dimedin  plasterers,  who, 
in  1913,  asked  to  have  Is.  9d  per  hour  fixed  as  a  mini- 
mum wage  for  their  occupation.  The  Court  only 
allowed  la.  6(2.  per  hour  and  said: 

The  fact  that  plasterers  in  Dunedin  are  able  at  present  to  obtain  a 
wage  of  148,  or  15s.  per  day  is  not,  of  itself,  a  valid  reason  for  fixing 
U.  9d,  per  hour  as  a  minimum,  and  no  other  reason  was  suggested 
for  the  proixxied  alteration.* 

Pl'obably  one  reason  for  this  decision  was  a  feeling 
on  the  part  of  the  Court  that  conditions  in  the  building 

1  Awards,  etc.,  vol.  xiii,  pp.  909-04.  *  Jb^„  voL  nv,  p.  60. 
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trades  which  made  an  extraordinary  demand  for  plas- 
terers were  abnormal,  and  that  the  prevailing  rate  of 
wages  in  this  occupation  might  not  be  maintained  in 
normal  times. 

The  upward  tendency  of  wages  continued  throughout 
the  year  1913.  In  September  of  that  year  builders'  and 
contractors'  laborers  were  awarded  a  minimum  wage 
of  Is.  2d.  per  hour,  which  was  ^d.  more  than  the  Court 
had  hitherto  allowed  for  this  kind  of  work.  This  same 
allowance  appears  in  the  awards  made  to  general 
laborers  in  other  industries  during  the  year.^  That  the 
Court  was  not  acting  in  an  extravagant  manner  or  in 
opposition  to  public  opinion  in  allowing  this  advance  in 
wages  is  indicated  by  the  fact  that  general  laborers  in 
Petone  (a  suburb  of  Wellington)  had  a  minimum  wage 
of  Is.  3d.  per  hour  for  a  forty-four  hour  week  granted 
to  them  at  about  this  time  by  the  borough  council  as  a 
result  of  an  industrial  agreement.^ 


If  it  be  conceded  as  an  established  fact  that  within 
recent  years  cost  of  living  has  been  the  factor  having 
most  influence  with  the  Court  in  the  determination  of 
the  minimum  wage,  it  is  important  to  ascertain  how 
closely  the  wages  awarded  by  the  Court  have  followed 
the  changes  in  prices  of  those  commodities  most 
generally  purchased  by  laborers. 

The  first  careful  and  comprehensive  study  of  changes 
in  the  cost  of  living  in  New  Zealand  was  that  completed 
and  published  in  1911  by  Dr.  James  W.  Mcllraith,'  at 
that  time  connected  with  Canterbury  College  in 
Christchurch. 

>  Amuds.  etc.,  toL  ziy,  pp.  034.  641.  Wl-M,  700,  814, 818.  834,  868,  000. 

>  Ibid.,  p.  1001. 

•  MeI]rdth.Th6CoarMofPrie«inNciwZedMid.WeO]iicton,1011. 
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Using  the  average  wholesale  prices  of  forty-five  com- 
modities for  the  decade  1890-99  as  a  basis,  Dr.  Mcll- 
raith  constructed  index  numbers  which  showed  that 
prices  in  New  Zealand,  which  in  1894,  the  year  the 
Conciliation  and  Arbitration  Act  was  enacted,  were 
represented  by  the  index  number  98,  were  in  1910 
represented  by  the  nimiber  103,  a  rise  of  only  five 
points.  In  Europe  the  increase  was  much  greater 
for  these  years.  Sauerbeck's  index  niunbers,  arranged 
on  the  same  basis,  showed  a  rise  from  96  in  1894  to 
118  in  1910.^  The  increase  in  New  Zealand  had  been 
almost  entirely  due  to  the  change  in  the  prices  of  farm 
products  whose  index  numbers  had  changed  from  98 
in  1894  to  127  in  1910.  Non-farm  products,  on  the 
other  hand,  had  fallen  four  points,  or  from  98  to  94.* 

The  Commission  appointed  to  investigate  and  report 
on  the  cost  of  Uving  in  New  Zealand  in  1912  took  the 
Mcllraith  figures  as  its  starting  point  but  supplemented 
this  study  with  information  gained  from  other  sources. 
The  index  of  wholesale  prices  of  food-stuffs,  as  reported 
by  the  Conmiission,  showed  '^  a  rise  of  20  per  cent 
between  the  triennal  period  1894-96  and  the  year 
1911,"  with  the  rise  more  marked  after  1901  than 
before.'  Retail  prices  in  Auckland,  including  not  only 
food  but  other  commodities  and  house  rents,  showed  a 
sUghtly  higher  rate  of  increase,  but,  generally  speaking, 
this  was  not  true  throughout  the  Dominion.  The 
Commission  reached  the  following  conclusion: 

After  analysis  of  the  evidence  tendered  to  it,  and  as  far  as  possible, 
making  allowance  for  the  change  in  the  quality  of  the  articles  con* 
sumed,  especially  house-room,  and  for  the  fact  that  the  ''living" 
whose  cost  is  measured  is  living  at  a  uniform  standard  throughout 
the  period,  the  Commission  finds  that  the  cost  of  living  over  the 

1  McOraith,  The  Coune  of  PriccB  in  New] Zealand,  Wellington,  1011,  p.  65. 
«  Ibid.,  p.  08. 

•  Report  of  CominiaBion  on  the  Coat  of  Living  in  New  Zealand,  WeUington,  1012, 
p.  zeix. 
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whole  Domimon  between  the  middle  and  later  ninetieB  and  the 
present  day  must  have  increased  by  at  least  16  per  cent;  but  the^ 
decrease  in  the  size  of  the  average  family  smce  the  beginning  of  the 
period  and  the  higher  average  income  of  the  period  must  have^ 
tended  to  diminish  the  proportion  which  food  is  of  the  total  expen- 
diture, and  therefore  to  reduce  the  real  rise  to  a  little  below  that 
figure.^ 

Early  in  1914,  the  New  Zealand  Government  Statis- 
tician (Mr.  Malcolm  Fraser)  began  the  systematic 
collection  of  retail  price  statistics  of  food-stuffs  and 
also  the  statistics  of  house  rents  in  the  four  leading  cities 
of  New  Zealand  (Auckland,  Wellington,  Christchurch, 
and  Dunedin).  Index  numbers,  weighted  according  to 
total  consumption  and  based  on  the  average  annual 
expenditures  in  the  four  chief  cities,  were  prepared.  The 
average  for  the  five-year  period  1909-13  was  taken  as 
the  base,  which  was  expressed  as  1,000.  Prices  were 
collected  for  every  year  as  far  back  as  1891,  except  at 
Christchurch  where  no  grocery  figures  were  available 
back  of  1899.  Separate  indices  were  prepared  for  each 
of  the  three  food  groups,  groceries,  meats  and  dairy 
produce,  and  also  for  house  rent,  and  an  index  niunber 
for  all  groups  combined  was  also  prepared.  For  the 
food  groups  no  perceptible  and  steady  rise  in  the 
prices  is  to  be  noted  until  the  year  1905,  since  when  a 
general  upward  tendency  is  noticeable.  The  rise  in 
house  rents  is  noticeable  throughout  the  whole  period. 
Taking  the  index  numbers  for  the  combined  groups  and 
for  all  four  cities,  we  find  a  rise  from  875  in  1899  to 
1079  in  1914,*  equivalent  to  23.4  per  cent.  No  corre- 
sponding index  number  for  wages  has  been  prepared 
and  it  is  impossible  to  make  an  accurate  and  scientific 
comparison  of  the  movements  of  prices  and  wages  in 
New  Zealand  during  these  later  years.   Wehaveaheady 

>  Bflport  of  CominiflBion  on  Cost  of  livins,  p.  zdz. 

>  Journal  of  the  De|Mrtm«nt  of  Labour,  Juno,  1016,  p.  402. 
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observed  ^  that  wages  advanced  about  as  rapidly  as  did 
the  prices  of  food  prior  to  1907, 

We  are  not  interested  in  this  place,  however,  in  the 
movement  of  wages  in  general,  but  in  the  changes  in 
v^the  minimum  wages  established  by  the  Court  of  Arbitra- 
tion. Altho  the  Court  did  not  put  cost  of  living  in  the 
foreground  as  a  reason  for  advancing  wages  during 
the  early  years  of  its  existence,  it  seems  probable  that 
the  gains  which  labor  secured  from  the  Court  in  the  way 
of  increased  wages  during  these  years  were  fully  as  great 
as  the  increase  in  the  prices  of  those  things  which  the 
laborer  had  to  purchase.  The  minimum  wage  awarded 
by  the  Court  is  seldom  so  stated  as  to  enable  percent- 
ages to  be  calculated  which  would  show  the  advances 
in  wages  from  time  to  time.  At  times,  the  classification 
of  the  workers  differs;  at  other  times,  the  age  or  experi- 
ence of  the  worker  enters  in  to  help  fix  the  minimum. 
Many  of  the  awards  take  the  form  of  a  schedule  of 
piece  rates.  Sometimes  the  wages  will  be  fixed  in  one 
award  by  the  day,  in  subsequent  awards  by  the  hour; 
while  in  still  other  cases  the  size  of  the  district  covered 
by  the  award  is  different  from  that  covered  by  the  pre- 
vious awards  in  the  same  occupation.  A  comparison 
of  the  minimum  wage  fixed  at  different  times  for  the 
same  class  of  workers,  given  for  several  occupations  or 
industries,  may  serve  as  evidence  in  support  of  the 
writer's  belief  that  for  some  years  the  advance  in  award 
wages  was  probably  at  least  as  considerable  as  the 
increase  in  the  cost  of  living  during  these  years. 

Bootmakers  throughout  New  Zealand  received  a 
minimum  wage,  awarded  by  the  Court,  of  408.  per  week 
of  forty-eight  hours,  in  1896.  In  1905  the  minimum  was 
fixed  at  458.  and  the  hours  of  work  reduced  to  forty- 
five  per  week.    Fiuniture  workers  in  the  Otago  (Dune- 

>  Above,  p.  410. 
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din)  district  were  awarded  88.  per  day  in  1896  and  lOs. 
in  1902.  The  same  class  of  workers  in  Wellington  were 
awarded  wages  varying  from  488.  to  548.  in  1897,  while 
in  1906  they  received  from  578. 6(2.  to  608. 4)^.  per  week. 
Painters  in  Christchurch  were  awarded  l8.  per  hour  in 
1897  and  l8.  3d.  in  1905,  while  in  Dunedin  they  were 
given  l8.  l\d.  per  hour  in  1898  and  l8.  3d  in  1902. 
Tailors  in  the  Otago  and  Southland  districts  received 
an  advance  of  five  shillings  a  week  (from  508.  to  558.) 
between  1897  and  1906.  Tailoresses  employed  in 
factories  in  Auckland  made  a  most  phenomenal  gain: 
the  minimum  wage  established  in  1897  varied  from 
128.  6d.  to  178.  6d.  per  week,  while  in  the  year  1904  it 
was  fixed  at  258.  Builders'  and  general  laborers,  who 
represent  fairly  well  the  imskilled  class,  had  their  mini- 
mum wage  fixed  in  Canterbury  in  1900  at  from  428.  to 
488.  per  week,  and  in  1906  at  from  448.  to  498.  6d.  per 
week.  In  all  the  above  cases,  unless  otherwise  specified, 
the  number  of  hours  remained  the  same  under  the 
different  awards.^ 

During  the  early  years  of  Mr.  Justice  Sim's  tenure  as 
President  of  the  Court  of  Arbitration  there  was  a  ten- 
dency, already  noted,  to  refuse  further  advances  in 
wages  unless  the  workers  could  prove  the  need  of  such 
increases,  and  this  they  could  seldom  do  to  the  satis- 
faction of  the  Court.  In  the  absence  of  any  official 
statistics  showing  the  direction  and  extent  of  changes 
in  the  cost  of  living,  the  Court  felt  that  the  evidence 
presented  was  likely  to  be  self-contradictory.  Indeed, 
it  is  doubtful  if  there  was  any  considerable  change  in  the 
level  of  prices  in  New  Zealand  during  the  years  1907  to 
1911,  inclusive.  The  Mcllraith  index  numbers'  of 
wholesale  prices  and  those  of  retail  prices  subsequently 

I  All  the  above  figoree  are  taken  from  the  Avee*  Report,  pp.  M-98. 
>  Op.  cat.,  pp.  83-^. 


Digitized  by  VjOOQIC 


438  QUARTERLY  JOURNAL  OF  ECONOMICS 

prepared  by  the  Government  Statistician  *  indicate 
little  change  during  these  years.  Beginning  with  1912, 
however,  the  advance  in  general  retail  prices  and  in 
house  rents  was  marked,  and  continued  steadily  there- 
after. The  average  index  numbers  for  the  four  leading 
cities,  taken  together,  were  984  for  1911, 1013  for  1912, 
1037  for  1913,  and  1079  for  1914.« 

How  far  the  Court  of  Arbitration  was  influenced  by 
the  Mcllraith  figures,  published  toward  the  end  of 
1911,  and  by  the  Report  of  the  Conmiission  on  Cost  of 
Living,  and  how  far  by  the  evidence  presented  in  Court, 
does  not  appear  from  the  conmients  published  in  con- 
nection with  the  Court's  awards.  Some  influence  was 
present,  for,  as  we  have  already  shown,  beginning  early 
in  1912  the  Court  allowed  considerable  increases  in  the 
minimum  wage  to  unskilled  labor,  while  it  continued 
generally  the  Sd.  to  4^d.  differential  in  favor  of  the 
skilled  laborers.  The  general  practice  during  1912  and 
1913  was  to  grant  an  addition  of  l^d.  per  hour  to  both 
skilled  and  unskilled  laborers  over  and  above  the  wages 
allowed  in  the  awards  of  1911.  This  preserved  the 
existing  differential  between  the  classes.  Occasionally, 
the  advance  to  imskilled  labor  was  as  much  as  2d.  per 
hour.  Inasmuch  as  the  general  rule  in  1911  and  even 
earlier  had  been  to  allow  la.  an  hour  to  the  unskilled 
laborers,  the  advances  made  in  1912  and  1913  amoimted 
to  from  12}  to  16)  per  cent,  which  was  doubtless  suffi- 
cient to  cover  the  average  increase  in  the  cost  of  Uving 
for  the  laborer's  family. 

1  New  Zealand  Offioiai  Year-Book.  1015,  pp.  765-01. 
<  Ibid.,  pp.  780-81. 


Digitized  by  VjOOQIC 


KBOULATION  OF  WAGES  W  NEW  ZEALAND       439 


VI 

Mr.  Justice  Sim  retired  as  President  of  the  Court  of 
Arbitration  at  the  end  of  1913,  after  seven  years'  service 
in  that  capacity.  This  was  a  longer  period  of  service 
than  that  of  any  of  his  predecessors.  His  place  was 
taken  by  Mr.  Justice  Stringer,  the  present  President  of 
the  Court.  No  immediate  change  in  the  policy  of  the 
Court  as  regards  the  minimum  wage  was  noticeable. 
Indeed,  the  new  president  early  announced  it  as  his 
intention  to  follow  the  rule  laid  down  by  his  predecessor 
in  regard  to  wages.  In  connection  with  an  award  made 
to  plumbers  and  gas-fitters  throughout  the  Dominion 
in  March,  1914,  a  minimum  wage  of  Is.  6d.  per  hour 
was  fixed  for  registered  plumbers  and  Is.  5d.  for  those 
unregistered.  The  Court  felt  it  necessary  to  explain 
the  increase  of  wages  which  had  been  allowed,  as 
follows: 

We  have  thought  it  proper  to  offer  some  inducements  to  workers 
to  qualify  themselves  for  the  higher  branches  of  the  mdustry,  and 
we  have,  therefore,  differentiated  between  the  r^pbtered  and  the 
unregistered  plumber,  awarding  the  wages  of  U.  Qd,  per  hour  to  the 
former  and  U.  5d.  per  hour  to  the  latter.  The  wage  of  la.  M.  is  con- 
ceded on  the  basis  of  the  voluntary  agreement  on  the  part  of  the 
master  plimibers  of  Auckland  to  pay  that  rate.  If  the  agreement 
had  not  been  made,  we  should  probably  have  fixed  the  wage  of  the 
unr^pustered  plumber  at  la.  4^.,  that  being  the  rate  arrii^Mi  at  by 
the  Court,  after  consideration  of  many  cases  extending  over  some 
years,  as  the  reasonable  miniTniiTn  wage  for  skilled  workers,  which 
was  to  remain  until  it  was  satisfactorily  established  that  the  con- 
ditions of  the  trade  had  so  altered  as  to  render  some  modification 
desirable  and  proper.^ 

This  statement  by  the  Court  was  practically  equiva- 
lent to  an  announcement  to  employers  that  they  need 
not  concede  to  their  skilled  workers,  either  by  means  of 
an  industrial  agreement  or  through  the  medium  of  the 

1  Awards,  eto.,  vol.  xr,  p.  166. 
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Conciliation  Councils  more  than  Is.  4^(2.  an  hour  as  a 
Tninimum  wage,  because  the  Court  would  support 
them  in  such  a  stand.  Furthermore,  the  awards  of  the 
Court  since  that  time  show  a  determination  to  adhere  to 
the  Is.  A^d.  rate.  The  minimum  wage  for  men  employed 
as  pressers  or  in  other  capacities  in  tihe  tailoring  trade  at 
Auckland,  at  weekly  rates,  was  fixed  at  £3  per  week, 
"  to  bring  them  into  something  like  conformity  with 
the  other  skilled  trades."  ^  The  last  award  made  in 
this  industry  in  this  same  occupation  had  established 
£2,  10^.  per  week  as  the  minimum  wage  for  this  class 
of  work.*  A  new  timber  workers'  award  made  in  the 
northern  district  in  May,  1914,  readjusted  wages  of  all 
classes  of  workers,  generally  allowing  98.  per  day  to  those 
workers  who  had  received  7s.  6(i.,  8s.  or  88.  6d.  per  day 
by  the  award  of  April,  1911,  and  allowing  correspond- 
ingly higher  wages  to  the  men  who  had  been  awarded 
98.  or  more  per  day  by  the  award  of  1911.*  These 
changes  also  were  said  to  have  been  made  for  the  pur- 
pose of  bringing  the  wages  ''  in  conformity  with  the 
minimum  rate  of  wages  ruling  in  other  industries  for 
the  lower  paid  workers."  * 

Among  recent  awards  ^  where  the  l8.  4^(2.  rate  per 
hour  has  been  fixed  as  a  minimum  for  skilled  worken^ 
may  be  mentioned  those  made  to  the  boiler  makers, 
engineers,  boat  builders,  picture  framers,  and  wire 
mattress  makers,  flour  mill  employees  and  the  canister 
workers.  All  these  awards  were  made  in  1915.  In  the 
case  of  certain  seasonal  trades,  such  as  the  building 
trades,  or  where  certain  exceptional  conditions  prevailed 
the  minimum  rate  for  skilled  workers  has  been  made  as 
high  as  l8.  6d,  l8.  8d.,  or  even  l8.  S^d.  per  hour. 

1  AwardB,  ete.,  vol.  xr,  pp.  298,  302.  *  Ibid.,  vol.  xH,  p.  681. 

•  Ibid..  ToL  XT,  pp.  508-09;  vol.  zii.  pp.  199-200. 

•  Ibid.,  vol.  zv,  p.  610. 

•  Ibid.,  vol.  zvi,  pp.  228,  259.  907.  312,  322. 166,  280.  338.  419.  531,  670.  717. 
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For  the  unskilled  workers,  the  uniformity  in  the 
miniTnum  wage  in  Mr.  Justice  Stringer's  Court  is  less 
complete.  The  general  tendency  throughout  1914  and 
1915  seems  to  have  been  to  maintain  the  la,  l^d.  hourly 
rate  in  most  trades  using  this  grade  of  labor.^  Occa- 
sionally the  rate  has  been  made  la.  2d^  or,  in  Welling- 
ton, la.  3d* 

In  some  of  the  recent  awards  the  Court,  while  refusing 
to  raise  the  minimum  wage  for  skilled  laborers,  because 
of  industrial  conditions  due  to  the  war,  has  felt  itself 
under  the  necessity  of  granting  some  increase  to  the 
lowest-paid  laborers.  Thus,  in  the  case  of  the  Canter- 
bury metal  workers'  assistants,  heard  in  June,  1915, 
the  Court  made  some  increase  in  wages  and  said: 

Although  the  Court  was  unable  to  increaBe  the  higher  wages  bdng 
paid  to  the  skilled  workers  in  the  engineering  trade,  it  has  felt  that 
the  lower-paid  assistants  in  that  trade  were  entitled  to  some  increase, 
having  regard  to  the  fact  that  their  minimum  wages  have  remained 
stationary  for  some  years,  while,  on  the  other  hand,  cost  of  living 
during  the  same  period  has  materially  increased/ 

The  TniniTmiTn  rates  for  the  laborers  were  made  ^d.  per 
hour  less  than  the  rates  fixed  a  few  months  before  at 
Wellington,  presumably  because  of  the  differences  in 
house  rents  in  the  two  places. 

In  the  case  of  the  Wellington  flax  mills'  employees, 
heard  in  August,  1915,  the  Court  decided  that  industrial 
conditions  due  to  the  war  made  it  inexpedient  to  raise 
the  wages  of  the  skilled  workers.  In  the  case  of  the 
unskilled,  however,  the  Court  said: 

The  Tninimiim  wage  fixed  by  the  existing  award  for  the  lowest-paid 
workers  was,  however,  quite  inadequate  to  provide  them  with  a 

>  Awudi,  etc..  voL  zri.  pp.  335.  570.  717.  >  TtAd.,  pp.  406. 444. 

*  Ibid.,  pp.  01.  444.  In  the  WeUinston  oMe  the  Court,  in  ^peaking  of  the  inonaae 
of  themittimiim  waceliy  Id.  more  than  it  usiuJIy  swazded  gave  this  warning  to  worlcen: 
*'  Thia  moat  not.  howerer.  be  regarded  as  establishing  a  standard  wage  for  similar 
worinn  in  other  parts  of  the  Dominion,  as  the  inereaae  is  granted  owing  to  the  eseep- 
twnallj  Ugh  rents  whioh  worlcen  in  this  district  hsTs  to  pay  for  suitable  dwelllng- 

«  Ibid.,  p.  887. 
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reasonable  living-wage,  and  this  the  Court  has  substantially  in- 
creased,  altho  it  has  not  brought  it  up  to  the  rate  generally  fixed  for 
unskilled  labour  in  other  industries.^ 

The  lower-paid  shop  assistants  in  the  Wellington 
retail  soft-goods  trade  received  an  increase  in  the  mini- 
mum wages  in  September,  1915,  altho  for  the  trade  in 
general  the  Court  thought  it  an  inopportime  time  to 
maJke  any  substantial  change  in  wages  paid,  since  the 
trade 

will  inevitably  be  prejudicially  affected  by  the  lessened  spending- 
power  of  the  people,  consequent  upon  the  increased  taxation 
which  will  have  to  be  imposed  to  meet  the  heavy  charges  upon  the 
Dominion  in  connection  with  the  war.* 

A  similar  policy  was  followed  in  the  case  of  the  Welling- 
ton Stationary  and  Traction  Engine  Drivers.* 

While  these  recent  awards  show  that  the  interests  of 
the  lower-paid  workers  have  not  been  neglected  by  the 
Court,  the  increases  of  wages  allowed  have  been  in- 
considerable and  have  probably  not  been  more  than  the 
workers,  if  organized,  could  have  seciu^  without  the 
aid  of  the  Court.  Indeed,  in  some  instances  they  have 
been  less,  as  is  shown  by  the  results  of  several  industrial 
agreements  recently  made.  The  Court,  in  its  awards, 
has  adhered  pretty  closely  to  the  la.  l^d  rate  for  an 
hour's  work  in  the  case  of  unskilled  labor.  Occasionally 
it  has  allowed  Is.  2d.,  and  in  the  city  of  Wellington, 
Is.  3d.  On  the  other  hand,  the  Auckland  Builders'  Con- 
tractors' and  Industrial  Workers'  Union  has  recently 
secured  by  means  of  an  industrial  agreement  a  minimum 
wage  of  Is.  3^(2.  per  hour,^  and  the  general  laborers 
employed  by  the  Gisbome  Borough  have  received,  by 
agreement,  la.  3d.  per  hour.'^ 

It  will  be  noted  that  after  Mr.  Justice  Stringer  became 
President  of  the  Court  no  advances  were  made  in  the 

I  Awanla,  ete.,  toI.  TfU  P*  4AI.  *  Ibid.,  p.  790. 

>  n>id..  p.  487.  •  Ibi<L,  p.  649. 

*  Ibid.,  p.  70a 
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standard  TninimuTn  wage  for  either  skilled  or  unskilled 
workers,  at  least  during  the  years  1914  and  1916.^ 
Advances  were  made,  as  already  noted,  in  certain  trades 
and  occupations  but  these  were,  as  the  Court  said  for 
the  purpose  of  l^ringing  these  wages  "  into  conformity  " 
with  wages  in  other  trades. 

This  failure  to  advance  the  standard  minimum  rates 
is  all  the  more  remarkable  in  view  of  the  notable  increase  ^ 
in  the  cost  of  living  which  took  place  during  the  years 
1914  and  1915,  as  shown  by  the  reports  of  the  Gov- 
ernment statistician.  The  movements  of  retail  prices 
of  groceries,  dairy  produce,  and  meat '  as  shown  by  the 
statistical  reports  from  twenty-five  representative 
towns,  and  weighted  according  to  the  population  of 
these  towns,  is  shown  by  the  following  index  numbers  of 
all  groups,  taken  collectively.  It  will  be  remembered 
that  the  base  1000  is  the  average  for  the  five-year 
period,  1909-13. 


1014 

101« 

1016 

March,  1063. 

March,  1186. 

March,  1242. 

June,      1077. 

June,      1194. 

June,      1268. 

Sept.,     1008. 

Sept.,     1203. 

Sept.,     1282. 

Dec.,      1146. 

Dec.,      1238.* 

The  weighted  index  number  for  house  rents,  collected 
by  the  new  method  adopted  by  the  statistician,  showed 
a  decline  during  these  years,  being  986  in  March,  1914, 
965  in  March,  1915,  964  in  March,  1916,  and  912  in 
September  of  the  same  year.^  It  will  be  noted  that  the 
decline  in  rents  did  not  compensate  for  the  advance  in 
the  prices  of  food-stuffs.  The  Government  statistician 
says  that  *'  about  50  per  cent  of  the  expenditure  [of  the 

>  The  awsrds  made  daring  the  year  1016  have  not  yet  reached  me. 

*  A  ehanoe  in  the  mode  of  ooUeotinc  the  BtatistioB  of  house  rents  makes  it  midflnraUe 
to  indude  them  with  the  other  ficures. 

*  Joomal  of  the  Department  of  Labour,  Norember,  1916,  p.  006. 

*  Ibid. 
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tjrpical  household]  is  upon  food  and  rent."  *  As  indi- 
cated in  the  Table,  the  percentage  of  increase  in  the 
price  of  food  between  July,  1914  and  October,  1916  has 
been  20.47  for  the  whole  Dominion,*  which,  according 
to  Mr.  Fraser,  represents  a  rise  of  24.31  per  cent  in  the 
tjrpical  household  budget  of  the  working  class.' 

Mr.  Justice  Sim  had  said  that  the  Court  of  Arbitration 
would  attach  much  importance  to  statistics  collected 
by  the  Government  showing  the  trend  in  the  cost  of 
/living,  but  it  does  not  appear  that  the  Court,  imder  the 
presidency  of  his  successor,  made  much  use  of  such  evi- 
dence during  the  years  1914-15.  Possibly  the  Court 
feared  to  make  a  change  in  the  rates  of  wages  while  the 
war  was  in  progress,  because  the  advance  could  not  be 
sustained  when  the  war  closed.  Viewing  the  matter 
from  this  distance,  and  frankly  admitting  our  ignorance 
of  the  conditions  disclosed  at  the  hearings  of  the  cases 
which  have  arisen,  it  does  not  appear  what  justification, 
if  any,  there  has  been  for  the  failure  on  the  part  of  the 
Court  to  advance  the  minimum  wage,  both  for  skilled 
and  for  unskilled  labor,  since  the  outbreak  of  the  war. 
While  the  war  has  undoubtedly  disturbed  the  normal 
operations  of  business,  New  Zealand  is  said  to  be  enjoy- 
ing unusual  prosperity,  due  largely  to  the  imusual  de- 
mands for  her  products  in  the  coimtries  engaged  in  war. 
Greater  steadiness  of  employment  has  doubtless  come 
to  the  rescue  of  the  worker  and  may  have  prevented  a 
lowering  in  his  standard  of  living  even  with  a  steady 
advance  in  retail  prices.  But  if  this  is  the  explanation  of 
the  Court's  failure  to  advance  the  minimmn  wage,  it 
means  that,  according  to  that  tribunal,  the  employing 
classes  alone  are  to  keep  all  the  gains  that  come  from  a 
rise  of  prices. 

1  Journal  of  th«  Depftrtment  of  Labour,  May,  1016,  p.  960. 

«  Ibid..  November,  1016,  p.  600.  *  Ibid.,  p.  iSOS. 
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VII 

Our  review  in  the  preceding  pages  of  the  regulation 
of  wages  by  the  Court  of  Arbitration  of  New  Zealand 
leads  to  the  following  conclusions: 

1.  The  Court,  having  little  or  no  guidance  from 
Parliament,  has  limited  its  work  in  regulating  wages 
to  prescribing  a  minimum  wage  for  a  given  class  of 
workers,  usually  distinguishing  between  the  skilled  and 
the  unskilled  in  each  industry  or  occupation,  but 
making  no  effort  to  determine  the  exact  wages  to  be 
paid  to  those  workers  who  are  worth  more  than  the 
minimum. 

2.  During  the  early  years  of  its  existence  the  Court 
made  no  statement  of  the  principles  according  to  which 
the  minimum  wage  was  determined  but,  while  allowing 
many  increases  of  wages,  it  seemed  inclined,  prior  to 
1907,  to  give  chief  consideration  to  the  ability  of  the 
industry  to  support  increases  of  wages  under  the 
existing  competitive  conditions. 

3.  While  giving  such  consideration  to  the  profits 
earned  by  an  employer  as  tend  to  show  his  ability  to 
stand  increases  of  wages,  the  Court  has  steadfastly 
refused  to  fix  wages  on  a  profit-sharing  basis. 

4.  Altho  cost  of  living  was  not  taken  as  a  principle 
for  determining  wages  prior  to  1907,  wages  seem  to 
have  kept  pace  with  advances  in  the  prices  of  food 
prior  to  that  date. 

5.  Cost  of  living  was  definitely  adopted  as  the  prin* 
ciple  for  determining  the  minimum  wage  in  1907  and 
thereafter.  The  Court  adopted  a  standard  minimiim 
wage  of  one  shilling  per  hour  for  unskilled  labor  and 
fixed  the  minimum  wage  for  skilled  workers  at  from  3d. 
to  4}d.  above  this  amount.    The  burden  of  proof  to 
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show  that  a  higher  Tninimiim  was  needed  was  placed  by 
the  Court  upon  the  laborers. 

6.  Cost  of  living  increased  very  little  in  New  Zealand 
between  1907  and  1911  and  during  these  years  few 
changes  were  made  in  the  Tninimum  rates  fixed  by  the 
Court  at  the  b^inning  of  this  period. 

7.  A  rapid  increase  in  the  prices  of  food  and  in  house 
rents  took  place  during  the  years  1912  and  1913,  and 
the  Court  advanced  the  Tninimum  wages  of  both  skilled 
and  imskilled  workers  to  keep  pace  with  the  increase 
in  the  cost  of  living. 

8.  The  advance  of  prices  continued  during  the  years 
1914  and  1915  and  this  upward  movement  was  greatly 
accelerated  by  the  war.  The  Court  of  Arbitration, 
apparently  because  of  war  conditions,  allowed  few 
increases  of  wages,  and  they  applied  almost  exclusively 
to  the  unskilled  workers  during  these  years. 

M.  B.  Hammond. 
Ohio  State  UinvsBsiTT. 
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SUMMARY 

Noteworthy  provisionB,  other  than  the  literacy  test,  in  the  act  of  1917, 
448.  —  The  literal^  teat  itself  significant  of  a  change  in  imblic  opinion, 
440.  —  The  earlier  acts  aimed  at  selection  only,  461.  —  Hie  literacy 
test  a  measure  of  restriction,  452.  —  The  bill  of  1897,  vetoed  by 
Fkesident  CSeveland,  453.  —  Speaker  Gannon's  successful  manoeuvers 
against  a  similar  bill  m  1906,  455.  —  President  Taf  t's  veto  of  1913,  456. 
—  Resident  Wilson's  veto  of  1915,  450. —  The  act  of  1917  finally 
passed  over  the  veto,  459. 

"  The  opinion  which  changes  the  law  is  in  one  sense 
the  opinion  of  the  time  when  the  law  is  actually  altered; 
in  another  sense  it  has  often  been  in  England  the 
opinion  prevalent  some  twenty  or  thirty  years  before- 
that  time;  it  has  been  as  often  as  not  in  reality  the 
opinion  not  of  today  but  of  yesterday."  Thus  does  Mr. 
Dicey  sum  up  one  of  the  features  of  law-making  in  that 
coimtry;  and  he  intimates  that  in  the  United  States, 
the  very  home  of  democracy,  the  situation  is  not  dif- 
ferent.^ Of  the  truth  of  this  proposition  there  could 
scarcely  be  a  better  illustration  than  is  furnished  by  the 
history  of  inmiigration  legislation  in  this  country,  and 
in  particular  the  history  of  the  literacy  test. 

The  amoimt  of  public  attention  claimed  by  the 
literacy  test  in  the  last  few  years,  and  the  uniformity 
with  which  its  enactment  is  recognized  as  marking  an 
epoch  in  inmiigration  legislation,  are  remarkable.  So 
completely  has  this  feature  of  recent  inmiigration  bills 
engrossed  the  public  mind  as  to  obscure  the  fact  that 

>  A.  v.  Dioey.  Law  and  Publio  Opinion  in  Encknd,  pp.  7,  82. 
447 
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each  of  these  bills  has  been  a  general  codifying  act, 
embodying  all  that  was  best  in  previous  legislation,  and 
introducing  a  number  of  changes,  some  of  them  of  wide 
scope  and  great  importance.  Thus  the  measure  which 
became  law  on  February  5,  1917,  contains,  in  addition 
to  many  changes  in  the  administrative  features,  note- 
worthy new  provisions.  The  head  tax  is  raised  from 
$4.00  to  $8.00,  and  children  under  sixteen,  accompany- 
ing father  or  mother  are  exempted.  The  excluded 
classes  are  enlarged  by  the  addition  of  persons  of  con- 
stitutional psychopathic  inferiority  (a  phrase  which  has 
occasioned  much  hilarity  on  the  part  of  the  opponents 
of  the  bill),  persons  with  chronic  alcoholism,  vagrants 
and  stowawayE;  and  the  provisions  regarding  exclusion 
of  polygamists,  anarchists,  and  mental  defectives  are 
strengthened.  The  prohibitions  regarding  the  stimu- 
lation of  emigration  are  made  more  strict  and  explicit. 
Orientals  (with  the  exception  of  Japanese,  already 
excluded  by  the  "  Gentleman's  Agreement ")  are 
excluded  by  a  geographical  delimitation.  The  fine 
imposed  upon  transportation  agencies  for  bringing 
inadmissible  aliens  is  raised  from  $100  to  $200,  and  an 
additional  sum,  equal  to  the  amoimt  paid  by  the  alien 
for  his  transportation  from  the  initial  point  of  depar- 
ture, is  exacted  from  the  transportation  company,  to  be 
returned  to  the  alien.  Provision  is  made  for  the  plac- 
ing of  inspectors  and  matrons  on  immigrant  carrying 
vessels.  Arriving  aliens  are  required  to  make  a  state- 
ment imder  oath  regarding  their  purposes  and  inten- 
tions in  coming.  The  ordinary  period  of  deportation  is 
raised  from  three  years  to  five  years,  and  the  deportable 
classes  are  enlarged,  particularly  by  the  inclusion  of 
aliens  convicted  of  crimes  and  sentenced  to  imprison- 
ment of  one  year  or  more.  It  is  made  impossible  for  a 
se^^ually  inmioral  female  alien  to  avoid  deportation  by 
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marriage  to  an  American  citizen.  Provision  is  made  for 
the  deportation  of  aliens  to  the  country  from  which 
they  came,  as  well  as  to  the  port  of  embarkation.  An 
elaborate  set  of  provisions  is  established  to  prevent 
inadmissible  aliens  from  entering  illegally  by  means  of 
enrolment  in  a  ship's  crew.  Numerous  other  changes 
are  made  in  the  direction  of  increasing  the  responsibility 
of  transportation  companies  and  enlarging  the  fines  and 
penalties. 

The  foregoing  modifications  by  themselves  would 
make  the  act  one  of  the  highest  importance.  To  under- 
stand why,  in  the  popular  mind,  the  literacy  test  has  so 
completely  overshadowed  all  these  other  features  it  is 
necessary  to  have  in  mind  an  outline  of  the  general 
history  of  immigration  legislation  in  this  country. 

The  initial  attitude  of  the  people  of  the  youthful 
United  States  respecting  the  question  of  immigration 
was  one  of  easy  tolerance  bordering  on  indifference  on 
one  side,  and  frank  welcome  on  the  other.  In  some 
regions  immigrants  were  eagerly  desired,  and  positive 
efforts  were  made  to  attract  them;  nowhere  was  there 
any  well-defined  antipathy  toward  the  immigrant  as 
such,  nor  any  apprehension  as  to  the  effects  of  his 
presence  in  the  country.  This  state  of  mind  is  easily 
comprehensible.  On  the  one  hand,  the  country  was 
large  and  new,  natural  resources  seemed  unlimited, 
and  the  western  bounds  of  settlement  appeared  indefi- 
nitely remote.  On  the  other  hand,  the  volume  of 
immigration  was  slight,  and  those  who  came  were  for 
the  most  part  closely  allied  in  race  and  customs  to  those 
already  here. 

This  attitude  persisted  well  into  the  nineteenth  cen- 
tury. In  fact,  with  the  beginnings  of  a  national  indus- 
try, and  the  development  of  internal  transportation 
systems,  the  demand  for  foreign  labor  began  to  be  more 
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keenly  felt,  and  immigration  increased  in  response.  It 
is  not  imtil  about  1830  that  there  can  be  detected  any 
well-marked  current  of  thought  opposed  to  the  immi- 
grant. From  that  date,  however,  objections  to  unregu- 
lated inunigration  became  increasingly  frequent  and 
emphatic.  These  objections  were  all  based  on  one 
conmion  ground  —  the  poor  quality  of  the  immigrants. 
With  the  exception  of  an  occasional  clear  thinker,  there 
was  scarcely  a  notion  of  the  possible  dangers  from  the 
mere  numbers  of  immigrants,  regardless  of  their  quality. 
The  main  defects  observed  in  the  existing  stream  of 
inmiigrants  were  four  in  niunber,  criminality,  disease, 
pauperism,  and  Roman  Catholicism.  While  it  is  prob- 
able that  the  last  of  these  considerations  outweighed  all 
the  others  among  the  motives  which  led  to  the  forma- 
tion of  the  Native  American  and  Enow-Nothing  parties, 
yet  for  obvious  reasons  it  could  not  receive  full  and 
frank  expression,  and  in  the  anti-immigration  agitation 
of  the  thirties,  forties,  and  fifties  particular  stress  was 
laid  upon  criminality  and  pauperism.  One  of  the  chief 
objects  sought  in  this  agitation  was  the  assimiption  by 
the  Federal  government  of  the  control  and  regulation 
of  immigration.  Petitions  and  memorials  to  this  effect 
poured  in  upon  Congress  in  shoals.  But  Congress 
could  not  be  induced  to  take  any  steps  in  the  direction 
of  limiting  immigration.  The  only  Federal  laws  passed 
during  this  period  had  to  do  with  the  regulation  of 
shipping  conditions  and  the  safeguarding  of  the  lives 
and  health  of  the  inmiigrants,  and  were  therefore  in  the 
nature  of  encouragement,  rather  than  of  limitation. 
Various  states  made  attempts  to  exclude  the  manifestly 
undesirable,  but  these  were  rendered  largely  ineffectual 
by  the  rivalry  among  the  states  for  good  immigrants, 
and  the  repeated  decisions  declaring  all  such  measures 
unconstitutional. 
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The  Civil  War  and  the  concurrent  cessation  in  immi- 
gration put  a  check  to  anti-immigration  agitation  for 
a  number  of  years,  and  it  was  not  until  1882  that  Con- 
gress at  last  took  the  step  of  placing  immigration  affairs 
definitely  in  the  hands  of  the  Federal  government.* 
And  the  significant  thing  is  that  the  measures  adopted 
at  this  time  were  exactly  those  which  had  been  de- 
manded thirty  to  fifty  years  earlier.  Convicts,  lunatics, 
idiots,  and  persons  xmable  to  take  care  of  themselves 
without  becoming  public  charges  were  to  be  excluded. 
Thus  when  the  Federal  government  finally  consented 
to  take  charge  of  immigration,  the  legislation  embody- 
ing this  step  was  based  definitely  on  the  principle  of 
selection,  that  is,  the  qualitative  sifting  of  immigrants, 
which  was  just  the  animating  principle  of  the  agitation 
of  the  thirties,  forties,  and  fifties.  But  by  this  time,  a 
new  immigration  danger  was  beginning  to  be  recognized, 
and  a  new  principle  of  regulation  was  being  brought 
to  the  fore.  The  danger  was  that  of  too  large  niunbers 
of  immigrants;  the  principle,  that  of  restriction  — 
nimierical  limitation. 

Congress,  however,  having  adopted  the  principle  of 
selection  as  the  basis  of  legislation,  stuck  to  it,  and  for 
the  next  thirty-five  years  the  successive  inmiigration 
laws  had  the  general  effect  of  increasing,  perfecting,  and 
amplifying  the  selective  tests  for  admission.  Nowhere 
in  the  complex  body  of  legislation  which  has  grown  out 
of  the  act  of  1882  can  there  be  found,  up  to  the  year 
1917,  a  single  provision  which  is  ostensibly  restrictive 
on  its  face,  nor  one  which,  even  in  practice,  has  the 
effect  of  materially  reducing  the  volume  of  immigra- 
tion. The  whole  aim  of  the  laws  is  to  keep  out  the 
undesirables. 

>  The  ChiiMM  Eidusion  mIs,  as  well  as  the  aet  of  1875  ezolttding  prostitutes  and 
erimioab,  ara  aepamte  aif aiis. 
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It  now  becomes  clear  why  the  literacy  test  has  aroused 
such  tremendous  feeling,  and  attracted  such  wide- 
spread attention.  While  ostensibly  a  selective  measure, 
putting  the  finishing  touch  to  our  classification  of 
undesirables,  it  will  affect  so  large  a  proportion  of  the 
ordinary  immigration  stream  as  to  be  really  restrictive. 
In  effect,  therefore,  it  introduces  a  new  principle.  This 
feature  has  furnished  the  most  vulnerable  point  of 
attack  to  the  opponents  of  the  bill,  while  it  has  been  a 
more  or  less  concealed  argument  in  its  favor  on  the  part 
of  its  supporters.  There  can  be  no  doubt  that  the  agita- 
tion for  the  literacy  test  represents,  in  a  very  real  way, 
the  growing  sentiment  in  favor  of  the  actual  restriction 
of  immigration. 

Where,  when,  and  by  whom  the  literacy  test  was  first 
advocated  as  a  legislative  measiu^  for  controlling  immi- 
gration is  a  matter  of  only  historical  interest.  It  began 
to  attain  prominence  about  the  year  1890.  The  Joint 
Congressional  Committee  on  Immigration,  which  held 
its  hearings  during  that  year,  evidently  had  the  literacy 
test  in  mind  as  a  possible  practical  expedient,  and  its 
report  contains  testimony  in  favor  of  the  test  from 
niunerous  witnesses,  many  of  them  persons  of  foreign 
birth.  The  test  was  also  advocated  by  Senator  H.  C. 
Lodge  in  an  article  in  the  North  American  Review  for 
January,  1891,  which  was  later  introduced  into  a  speech 
on  the  floor  of  the  House.  During  the  next  three  or 
four  years  the  measure  was  included  in  several  bills 
introduced  in  Congress,  none  of  which  attained,  any 
prominence. 

In  1894  there  was  formed  in  Boston  the  Immigration 
Restriction  League,  which  soon  focussed  its  activities 
on  the  literacy  test,  and  from  that  time  to  the  present 
has  been  probably  the  most  influential  agency  working 
distinctly  toward  this  end.    It  was  instrumental  in  the 
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formulation  of  the  bill  which  was  introduced  in  the 
Senate  in  December,  1895,  by  Senator  Lodge,  and  in 
the  House  by  Mr.  McCall,  and  can  claim  the  credit 
for  many  improvements  in  the  immigration  laws,  in 
addition  to  the  literacy  test. 

In  the  early  part  of  the  year  1896  there  were  intro- 
duced in  both  Houses  of  Congress  bills  to  establish  a 
literacy  test.  The  measure  passed  in  the  House  on 
May  20,  1896,  by  a  vote  of  195  to  26;  on  December  17 
of  iiie  same  year  it  passed  the  Senate  by  a  vote  of  52  to 
10.  After  much  discussion,  and  some  changes  in  the 
wording  of  the  test,  the  bill  which  fibaally  came  from 
conference  provided  for  the  exclusion  of  all  persons  over 
sixteen  years  of  age,  physically  capable  of  doing  so,  who 
could  not  read  and  write  the  En^sh  language  or  some 
other  language.  Exception  was  made  in  favor  of  per- 
sons over  fifty,  who  were  parents  or  grandparents  of 
a  qualified  immigrant,  himself  over  twenty-one  and 
capable  of  supporting  such  parent  or  grandparent;  also 
the  wife  or  minor  child  who  accompanied  or  was  sent 
for  by  husband  or  parent.  It  is  noteworthy  that  in  this 
bill  tiie  test  included  both  reading  and  writing. 

By  this  time,  however,  the  bill  had  become  something 
more  than  a  measure  establishing  a  literacy  test.  On 
the  motion  of  Mr.  Corliss  of  Michigan  there  had  been 
added  in  the  House  an  amendment,  which,  couched  in 
general  terms,  purported  to  put  a  check  to  transitory 
immigration,  or  "birds  of  passage,''  but  which  was 
directly  aimed  at  certain  classes  of  Canadian  laborers 
who  habitually  came  across  the  border  to  do  daily  labor 
in  the  United  States. 

Having  passed  both  Houses  in  its  final  form,  the  bill 
went  to  President  Cleveland,  and  on  March  2, 1897,  was 
returned  by  him,  with  a  long  and  carefully  worded  veto 
message^  in  which  the  President  characterized  the  mea&- 
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ure  as  a  ''  radical  departure  from  our  national  policy 
relating  to  inunigration/'  which  policy  he  believed  to  be 
justified  by  the  prosperity  of  the  country;  he  made 
numeroTis  criticisms  of  the  wording  as  well  as  the  con- 
tent of  the  bill,  and  objected  in  particular  to  the  Corliss 
amendment.  It  has  been  stated  on  good  authority  that 
this  last  provision  was  what  really  determined  the  veto. 

The  House  promptly  passed  the  bill  over  the  veto  by 
a  vote  of  193  to  37  on  March  3,  but  no  time  was  left 
for  action  by  the  Senate.  Probably  it  would  not  have 
passed  that  body  in  any  case,  as  a  change  of  sentiment 
among  its  members,  attributed  to  the  vigorous  and 
active  work  of  the  steamship  companies  and  other 
opponents,  had  reduced  the  Senate  vote  in  its  favor  to  a 
bare  majority. 

During  the  next  few  years  the  measure  was  kept 
before  Congress,  largely  through  the  activity  of  the 
Immigration  Restriction  League,  and  received  favor- 
able votes  in  both  Houses,  but  not  at  the  same  time. 
In  the  mean  time,  the  Indiistiial  Commission  had 
rendered  its  report,  which  included  many  suggestions  for 
the  improvement  of  the  immigration  law.  The  literacy 
test  was  not  among  them,  tho  the  Chairman  and  one 
other  member  put  themselves  on  record  as  favoring 
this  measure.  A  general  immigration  bill  was  framed 
to  accord  with  these  reconmiendations,  to  which  the 
Uteracy  test  (now  worded  to  require  ability  to  read 
only)  was  eventually  added.  In  spite  of  the  fact  that 
there  was  a  majority  of  the  Senate  in  favor  of  this  test, 
such  powerful  opposition  developed  that  it  was  finally 
dropped  in  order  to  save  the  entire  bill.  This  bill 
became  the  act  of  March  3,  1903.^ 

>  In  preparing  the  foregoing  nanmtive  the  writer  hae  drawn  freely  on  Mr.  Preeeott 
F.  Hall's  Taluable  book  on  immigration,  in  whieh  many  further  details  of  great  interest 
may  be  found. 
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The  bulk  of  opinion  in  both  Houses,  however, 
remained  strongly  in  favor  of  a  reading  test,  and  when 
the  next  immigration  bill  was  framed  in  the  Senate, 
provision  was  made  on  amendment  for  the  application 
of  such  a  test.  The  bill  passed  the  Senate  without  a 
dissenting  vote  and  went  to  the  House.  There  another 
bill,  known  as  the  Gardner  bill,  was  substituted,  which 
did  not  differ  materially  and  also  contained,  as  Section 
38,  a  literacy  test.  It  was  perfectly  clear  that  there  was 
ample  sentiment  in  its  favor  to  pass  this  test,  and  the 
entire  bill.  The  Speaker  of  the  House,  Mr.  Cannon, 
was,  however,  violently  opposed  to  the  literacy  test, 
and  used  all  his  great  influence  for  its  defeat.  Not  only 
did  he  secure  the  enactment  of  a  rule  preventing  a  yea- 
and-nay  vote  upon  this  particular  feature,  but  (accord- 
ing to  the  charges  of  the  American  Federation  of  Labor) 
actually  left  the  chair,  went  upon  the  floor  of  the  House 
and  induced  members  to  go  into  the  cloak  rooms  or  to 
vote  against  the  measure.  The  test  was  finally  defeated 
by  what  is  probably  one  of  the  most  remarkable  amend- 
ments ever  offered  in  Congress.  On  Jime  25,  1906, 
Mr.  Grosvenor  of  Ohio  rose  on  the  floor  of  the  House 
and  moved  to  strike  out  Section  38,  and  insert  the  fol- 
lowing: "  Section  38.  That  a  commission  is  hereby 
created  .  •  .  (which)  shall  make  full  inquiiy,  examina- 
tion, and  investigation  into  the  subject  of  immigration." 
The  amendment  passed  and  the  bill  passed.  In  con- 
ference the  Senate  was  induced  to  drop  the  literacy  test 
in  return  for  the  elimination  of  the  "  Littauer  amend- 
ment," a  "  liberal "  provision  added  in  the  House,  and 
the  bill  became  the  act  of  February  20,  1907. 

Inmiediately  thereafter,  President  Roosevelt  ap- 
pointed the  Immigration  Commission.  This  Commis- 
sion spent  nearly  four  years  and  S900,000  in  the  study 
of  immigration,  embodied  its  findings  in  a  report  which 
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could  not  be  crowded  onto  President  Eliot's  five-foot 
shelf,  unanimously  recommended  the  restriction  of  im- 
migration, and,  with  a  single  dissenting  voice,  agreed 
that  the  best  form  of  restriction  was  a  literacy  test. 
Senator  Dillingham  of  Vermont  and  Representative 
Bmnett  of  Alabama,  chairmen  of  the  respective  Com- 
mittees on  Immigration  and  both  members  of  the  Im- 
migration Commission,  were  now  the  leaders  in  immi- 
gration affairs  in  Congress,  and  have  been  in  charge 
of  all  subsequent  inmiigration  bills  of  importance. 

Supported  by  the  findings  and  recommendations  of 
the  Immigration  Commission,  bills  strengthening  the 
provisions  of  the  inmiigration  law,  improving  its  admin- 
istration and  including  the  literacy  test,  were  again 
introduced  into  Congress.  In  January,  1913,  after  a 
long  debate  and  many  modifications,  a  bill,  satisfactory 
to  both  Houses  and  containing  a  Uteracy  test,  was 
passed  by  both  Houses  and  went  to  President  Taf t  for 
his  signature.  The  President  expressed  himself  as  in 
doubt  regarding  the  merits  of  the  educational  test  and 
in  order  to  assure  himself  in  the  matter  held  a  public 
hearing  in  the  White  House.  Finally,  at  the  last 
moment,  the  President  returned  the  bill  to  the  Senate 
on  February  14  without  his  signature.  The  veto  mes- 
sage was  brief.  After  the  customary  expressions  of 
regret  and  acknowledgment  of  the  many  valuable 
features  in  the  bill  the  President  said,  "  But  I  cannot 
make  up  my  mind  to  sign  a  bill  which  in  its  chief  pro- 
vision violates  a  principle  that  ought,  in  my  opinion,  to 
be  upheld  in  dealing  with  immigration.  I  refer  to  the 
literacy  test.  For  the  reasons  stated  in  Secretary 
NagePs  letter  to  me  I  cannot  approve  that  test.  The 
Secretary's  letter  accompanies  this."  The  letter 
referred  to  is  lengthy,  contains  an  elaborate  and  some- 
what specious  arraignment  of  the  literacy  test,  and 
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recommends  distribution  as  a  preferable  means  of  cor* 
recting  the  evils  of  immigration.  One  of  its  most  signifi- 
cant passages  is  the  following:  ^*  So  far  as  the  industrial 
conditions  are  concerned,  I  think  the  question  has  been 
superficially  considered,"  —  after  nearly  twenty  years 
of  debate  in  Congress  and  the  reports  of  the  Industrial 
Commission  and  the  Inmoigration  Commission.  An* 
other  passage  bears  the  clear  implication  that  if  the 
literacy  test  could  have  been  supported  as  a  selective 
measiu^  the  Secretary  might  have  approved  it,  but 
that  it  could  not,  and  as  a  restrictive  measure  it  intro- 
duced a  principle  which  he  could  not  accept.  It  is  a 
fair  inference  that  this  letter  was  the  determining 
factor  in  the  President's  decision  to  veto.  Subsequently, 
Mr.  Taft  stated  in  a  public  address  that  he  vetoed  the 
measure  because  he  did  not  believe  it  was  a  good 
selective  test. 

An  attempt  was  promptly  made  to  pass  the  bill  over 
the  veto.  This  was  successful  in  the  Senate,  the  vote 
being  72  to  18,  but  failed  in  the  House  by  a  margin  of 
five  votes  (213  to  114). 

Congress,  however,  had  its  mind  thoroly  made  up. 
Before  President  Wilson  had  been  in  the  chair  two  years 
there  was  presented  to  him  an  immigration  bill  essen- 
tially sinoilar  to  the  preceding  one,  the  final  votes  having 
been  50  to  7  in  the  Senate,  and  227  to  94  in  the  House. 
It  was  well  understood  in  advance  that  the  President 
was  opposed  to  the  literacy  test,  but  his  willingness  to 
hear  both  sides  was  evinced  by  the  fact  that  he  followed 
the  precedent  set  by  his  predecessor  and  held  a  public 
hearing  in  the  White  House.  In  the  end,  however,  he 
also  followed  precedent  by  returning  the  bill  without  his 
signature  (January  28,  1915).  His  veto  message  was  a 
painstaking  document,  in  which  he  referred  to  the 
literacy  test  as  a  means  '^  to  limit  the  niunber  of  inmii- 
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grants  by  arbitrary  tests  "  which  would  "  reverse  the 
policy  of  all  the  generations  of  Americans  that  have 
gone  before."  He  expressed  himself  as  willing  to  fol- 
low the  wishes  of  the  people,  but  as  quite  unconvinced 
that  the  bill  in  question  represented  their  wishes  in  this 
particular.  He  queried  whether  any  political  party  had 
ever  declared  in  favor  of  such  a  measure  and  been 
entrusted  with  the  reins  of  government  —  an  unfortu- 
nate allusion  in  view  of  the  fact  that  McEinley  was 
elected  in  1896  on  a  platform  which  specifically  favored 
an  educational  test.  He  laid  much  emphasis  upon 
another  section  of  the  bill  which  seemed  to  close  the 
door  to  political  refugees  from  abroad;  but  even  more 
strongly  he  objected  to  the  literacy  test,  which  pro- 
posed to  turn  away  from  tests  of  character  to  tests  of 
opportunity,  and  the  purpose  of  which  was  "  restric- 
tion, not  selection."  He  asked  that  the  question  be 
embodied  in  party  platforms  and  voted  upon,  as  it  was 
"  too  fimdamental  to  be  settled  otherwise  "  —  a  phrase 
hardly  calculated  to  soothe  the  feelings  of  a  somewhat 
irritated  Congress. 

The  vote  in  the  House  on  the  repassage  of  the  bill  over 
the  veto  was  261  to  136,  another  failure  by  a  bare 
margiQ.  There  is  little  doubt  that  it  would  have  passed 
the  Senate  had  opportimity  been  given. 

Again  two  years  were  consumed  in  carr3dng  the  bill 
through  Congress  and  presenting  it  to  the  President. 
Soon  after  the  middle  of  January,  1917,  an  inmiigra- 
tion  bill  with  a  literacy  test  was  once  more  in  Presi- 
dent Wilson's  hands.  The  provisions  of  the  test  were 
similar  to  those  in  other  recent  bills,  refusing  admission 
to  "  all  aliens  over  sixteen  years  of  age,  physically  cap- 
able of  reading,  who  can  not  read  the  English  language, 
or  some  other  language  or  dialect,  including  Hebrew 
or  Yiddish."    Exceptions  were  made  in  favor  of  the 
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father  or  grandfather  over  fifty-five  years  of  age,  the 
wife,  mother,  grandmother,  or  mmianied  or  widowed 
daughter  of  an  admissible  alien  or  citizen;  also  in  favor 
of  aliens  fleeing  from  religious  persecution,  aliens  who 
have  resided  continuously  for  five  years  in  the  United 
States  and  return  within  six  months  and  aliens  in 
transit.  The  test  was  to  consist  of  reading  not  less 
than  thirty  or  more  than  forty  words  in  ordinary  use, 
printed  on  a  slip  of  paper,  in  any  language  or  dialect 
chosen  by  the  alien. 

It  was  expected  that  President  Wilson  would  veto 
this  bill,  and  he  did  (January  29,  1917).  This  message 
was  briefer,  and  much  more  indifferent  in  tone  than 
the  former  one.  Nothing  was  said  this  time  about 
the  wishes  of  the  people.  The  imwillingness  to  depart 
from  tradition  or  to  impose  tests  of  opportunity  was 
reiterated.  But  special  emphasis  was  laid  upon  the 
''religious  persecution^'  clause,  on  the  ground  that 
its  application  would  be  likely  to  cause  international 
difficulties  by  putting  the  United  States  in  the  position 
of  criticizing  foreign  governments.  It  is  interesting  to 
compare  this  objection  with  one  of  the  President's  two 
chief  criticisms  of  the  earlier  bill,  namely,  that  the 
provisions  for  the  exclusion  and  deportation  of  anar- 
chists and  their  kind  would  close  the  door  to  aliens 
planning  in  this  country  for  the  overthrow  of  foreign 
governments. 

The  action  of  Congress  was  prompt  and  decisive. 
On  February  1,  the  House  passed  the  bill  over  the  veto 
by  a  vote  of  287  to  106  and  on  February  5,  the  Senate 
finally  settled  the  matter  by  a  vote  of  62  to  19,  making 
the  thirty-second  time  that  the  test  has  passed  one 
House  or  the  other,  the  average  of  14  record  votes  in 
the  House  being  216  to  79,  and  of  10  record  votes  in  the 
Senate,  53  to  15. 
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Thus  the  demand  for  the  restriction  of  immigration, 
which  has  been  an  increasing  factor  in  our  national 
thought  for  over  twenty-five  years,  has  at  last  found 
expression  in  a  measure  which  ostensibly  completes  the 
selective  system  of  admission,  and  for  which,  by  all 
tests,  the  people  were  ready  two  decades  ago.  How  long 
it  will  take  to  secure  the  passage  of  a  frankly  restrictive 
law,  such  as  that  urged  by  Senator  Dillingham,  or  that 
in  Mr.  Gardner's  new  proposal,  time  alone  can  tell. 

It  is  an  interesting  ground  for  speculation  whether 
these  repeated  presidential  vetoes  of  a  measure  which 
has  received  such  abundant  support  in  Congress  reflect 
any  general  difference  in  attitude  toward  a  question  of 
this  sort  on  the  part  of  the  Executive  and  the  Legis- 
lative. Obviously  the  cases  are  too  few  to  serve  as 
a  basis  for  generalization.  Very  probably  individual 
factors  would  offer  a  sufficient  explanation  in  each  case. 
Yet  it  is  significant  that  President  Cleveland  remarked 
subsequently  that  if  he  had  known  as  much  about 
immigration  at  the  time  as  he  did  later,  he  would  have 
signed  the  bill  in  spite  of  its  objectionable  features. 
Possibly  a  partial  explanation  may  be  that  the  regula- 
tion of  inunigration  is  a  technical  matter,  and  the  Presi- 
dent, having  little  time  to  inform  himself,  is  more 
impressed  by  tradition  and  the  superficial  "  liberality  " 
of  free  admission  than  is  Congress,  which  has  ample 
opportunity  to  become  conversant  with  the  facts. 

Henry  Pratt  Fairchild. 

Yamb  Univbrsitt. 
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SUMMARY 

Introduction:  importanoe  of  cooperation  in  the  early  economic  his- 
tory of  Utah,  461.  —  I.  Associative  enterprises  in  colonisation,  463.  — 
Mormon  colonisation  policy,  463.  —  Cooperative  building  of  irrigation 
S3^tems,  466.  —  Division  of  the  irrigation  water  acquired,  468.  — 
Other  lands  of  concerted  community  e£Port,  472.  —  II.  Cooperative 
stores;  causes  leading  up  to  their  establishment,  473.  —  Zion's  Coopera- 
tive Mercantile  Institution,  475.  —  The  smaller  retail  stores,  489.  — 
m.  Industrial  cooperation.  Woolen  mills,  490.  —  The  beet  sugar 
industry,  490.  —  Consolidated  Wagon  and  Machine  Company,  493.  — 
Benefidal  Life  Insurance  Company,  494.  —  Hotel  Utah,  495.  —  IV. 
Present  status,  498. 

When  the  Mormons  entered  Utah  in  1847,  they  found 
themselves  in  what  they  regarded  as  virtually  a  desert. 
Sage  brush,  interspersed  with  bimch-grass,  covered  the 
hills  and  valleys,  leaving  only  a  green  fringe  of  willows, 
wild  rose  bushes,  and  cottonwood  trees  along  the  few 
small  creeks.  Scattered  tribes  of  Piutes  —  destitute 
nomads  —  were  the  only  inhabitants.  True,  the  moun- 
tain scenery  impressed  its  rugged  grandeur  on  the 
pioneers,  but  that  did  not  relieve  the  desolation  of  the 
land  itself.  It  cannot  better  be  described  than  in  the 
words  of  Captain  Howard  Stansbury,  of  the  United 
States  Army,  who  surveyed  the  Great  Salt  Lake  Valley 
ml849. 

One  of  the  most  unpleasant  characteristics  of  the  whole  country . . . 
18  the  entire  absence  of  trees  from  the  landscape.  The  weary  travel- 
ler plods  along,  day  after  day,  and  week  after  week,  his  eye  resting 
upon  naught  but  interminable  plains,  bald  and  naked  hilk,  or  bold 

>  Tha  wiitflr  wish«  to  ezpren  hissinoera  jqipraeUtion  for  the  ViiHlnniw  of  Mr.  John 
Gr»ham  Brooka,  who  has  miule  numerous  helpful  susiestioiis  oonoeming  this  article. 
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and  rugged  mountains:  the  shady  grove,  the  babUing  brook,  the 
dense  and  solemn  forest,  are  things  unknown  here;  and  should  he 
by  chance  light  upon  some  solitary  cottonwood,  or  pitch  his  tent 
among  some  stunted  willows,  the  opportunity  is  hailed  with  joy,  as 
that  of  unusual  good  fortune.^ 

To  reclaim  this  cheerless  region,  the  pioneers  diverted 
the  water  of  the  mountain  streams  to  the  parched 
groimd,  thereby  being  the  first  among  Anglo-Saxon 
people  to  practice  irrigation,  which  has  later  proved 
to  be  the  very  economic  salvation  of  the  arid  West.* 
Gradually,  but  not  without  tremendous  difficulties  and 
hardships,  the  work  of  reclamation  was  extended  and 
an  increasing  area  of  arable  land  acquired.  Where 
formerly  existed  only  a  barren  waste,  now  floinished 
thriving  cities  and  towns;  in  place  of  the  sage  brush 
grew  waving  crops  and  verdant  orchards.  Nothing 
could  be  more  eloquent  of  the  industry  and  persever- 
ance of  the  pioneers  of  Utah  than  the  manner  in  which 
travelers,  from  1850  to  the  present  time,  in  describing 
their  impressions  of  the  state,  have  \ised  the  Biblical 
phrase,  '^  made  the  desert  blossom  as  the  rose." 

What  were  the  economic  forces  which  brought  about 
this  transformation  —  the  methods  used,  the  under- 
lying social  causes  ?  Too  little  consideration  has  been 
accorded  these  questions.  True,  the  Mormon  religion 
has  received  ample  attention.  But  in  all  the  volimiinous 
mass  of  labored  explanation,  partisan  propaganda, 
sincere  criticism,  zealous  defense,  confessed  antagonism, 
and  dishonest  villification  which  constitute  the  litera- 
ture of  that  subject,  the  meagerness  of  scholarly  effort 
to  understand  the  economic  life  of  the  founders  of  Utah 
is  astonishing.    '^  Is  it  not  worth  while,"  asks  Professor 

1  Captain  Howard  Stanabury,  U.  8.  A.,  ExploratioDa  and  Qamy  of  the  Valley  of  the 
Qreat  Salt  Lake.    Printed  by  order  of  the  United  Statea  Senate,  18fi2,  p.  129. 

*  Charlea  Hillman  Brou^.  Irrigation  in  Utah.  Johna  Hopldna  Uniyenity  Studiea  in 
Historical  and  PoBtioal  Seienoe.  Baltimore,  1898,  pp.  1-8. 
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Ely,  in  one  of  the  initial  ventures  into  this  field,  ^'  to 
pass  over  the  religious  controversies  connected  with 
Monnonism  and  their  outcome  and  examine  into 
the  achievements  and  manner  of  life  of  the  Mormons, 
so  far  as  these  things  relate  to  economic  and  social 
matters?  "  ^  Within  the  limits  thus  laid  out,  one  phase 
of  such  activities  of  the  people  of  Utah  stands  out 
as  more  important  and  significant  than  the  others  — 
namely,  their  practice  of  cooperation.  Not  only  did 
cooperation  enter  vitally  into  the  economic  life  of  the 
first  settlers,  but  it  has  had  a  most  far-reaching  effect 
on  their  subsequent  commercial  and  industrial  affairs. 
With  the  nature  of  the  Mormon  system  of  codperation, 
its  characteristics,  effects,  and  present  status,  this  article 
purposes  to  deal. 

The  codperation  practised  among  the  Mormons  is 
found  to  be  of  three  kinds,  each  distinct  from  the  other, 
but  each  a  logical  development  of  the  preceding  tyi)e. 
They  are:  first,  a  period  of  informal  but  nevertheless 
highly  effective  and  efficient  cooperation,  extending 
from  1847  to  1868;  second,  the  foundation  and  growth 
of  cooperative  stores  from  1868  to  approximately  1890; 
and  third,  the  development  of  a  system  of  codperative 
industrial  enterprises,  beginning  in  1890  and  continuing 
until  the  present  time. 


If  the  term  cooperative  colonization  appears  at  first 
glance  to  be  a  misnomer,  it  nevertheless  accurately 
expresses  the  means  by  which  the  early  settlement  of 
Utah  was  effected.  Abrief  survey  of  the  Mormon  policy 
in  colonizing  the  territory  is  necessary  in  order  fully  to 

1  ••  Boonomifl  Aspects  of  Monnonism,"  Harper's  Msssiine,  April*  1908,  yoI.  cvi, 
p.  607. 
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realize  the  truth  of  this.  The  first  great  fundamental 
fact  from  which  all  study  of  the  period  must  proceed  is 
that  the  Mormons  were  in  Utah  to  build  a  home.  The 
settlers  of  neighboring  states  were  drawn  west  by  pros- 
pects of  mineral  wealth  or  to  engage  in  trapping  or  stock 
raising;  but  the  Mormons  made  their  memorable  trek 
across  the  plains  in  search  of  a  permanent  abode  where 
they  could  remain  without  further  molestation.^  Hence 
their  scheme  of  colonization  was  one  of  home  building. 
The  towns  and  villages  in  Utah,  therefore,  were  not 
established  inadvertently  or  by  individual  initiative. 
On  the  contrary,  they  were  a  result  of  very  definite 
plans. 

When  the  first  settlement  had  been  made  on  the  shore 
of  the  Great  Salt  Lake,  parties  were  inunediately  dis- 
patched into  the  neighboring  valleys  to  discover  other 
sites  available  for  colonies.  If  a  place  was  approved,  a 
group  was  detached  from  the  old  settlement,  which 
migrated  bodily  to  the  new  location.  Having  reached 
the  designated  spot,  the  members  did  not  then  separate, 
but  built  their  log  houses  together,  often  in  the  shape  of 
a  fort.  Thus  instead  of  isolated  individual  farms,  as  in 
the  Middle  West,  there  grew  up  a  system  of  compact 
village  conmnmities.  The  cause  was  twofold.  "When 
the  settlers  first  occupied  the  land,  it  was  necessary  for 
them  to  remain  in  commimities  sufi&ciently  large  to 
repel  Indian  attacks  and  it  was  a  policy  of  the  church  to 
encoiu-age  the  building  of  compact  towns  rather  than 
detached  ranches,  thereby  enabling  the  people  to  meet 
more  often  socially  —  an  antidote  for  nostalgia  and  a 

1  "  In  California,  in  Colorado,  in  Nevada,  in  Idaho,  and  in  Montana,  mining,  ratber 
than  aerioulture,  was  the  motiYe  which  induced  the  original  settlement  by  Americans 
and  irrigation  grew  up  only  as  an  adjunct  to  the  mining  camp.  In  Wyoming,  .  .  . 
stock  raising  was  the  first  pursuit.  .  .  .  In  Washington  and  Oregon  the  first  settlements 
were  made  along  the  humid  coast.  .  .  .  But  in  Utah  the  motive  was  home  building  and 
the  pursuit  was  agriculture  for  its  own  sake."  William  E.  Smythe,  The  Conquest  of 
Arid  America,  New  York,  1906.  pp.  61-52. 
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great  assistance  in  maintaining  interest  in  the  church/'  ^ 
The  effect  of  such  a  system  was  a  more  sensitive  com- 
munity consciousness,  greater  cultural  activity,  and  an 
easier  adaptability  to  follow  leadership  in  a  common 
enterprise.  The  leadership  was  ready  at  hand  in  the 
ecclesiastical  officers,  and  the  peculiar  physiographical 
and  climatic  conditions  of  the  new  country  soon  demon- 
strated that  common  and  united  effort  was  essential  if 
the  people  wished  to  survive. 

In  the  very  nature  of  things  this  first  conunon  effort 
had  to  be  agricultural.  The  immediate  need  was  to 
provide  a  food  supply.  The  pioneers  had  brought  only 
a  meager  store  of  provisions  with  them,  because  of  their 
hasty  enforced  departure  from  Illinois.  The  hazardous 
joiuney  of  three  months  across  a  thousand  miles  of 
prairie  precluded  any  reliance  upon  the  East  for  susten- 
ance, nor  did  the  Mormons,  remembering  their  recent 
experiences,  wish  to  be  thus  dependent.  They  must 
feed  themselves  or  starve.  Accordingly,  Brigham 
Young  advised  his  co-religionists  to  attach  themselves 
at  once  to  the  land  and  raise  their  own  food.  He 
exhorted  them  strictly  not  to  attempt  at  first  any  min- 
ing enterprises,  for  he  reaUzed  that  as  conditions  then 
existed  such  pursuits  would  separate  and  demoralize  the 
people,  thereby  endangering  the  identity  and  per- 
manence and  even  the  temporary  existence  of  Mormon 
colonization.*  As  a  colonizer,  facing  a  strictly  practical 
question,  he  perceived  what  has  since  been  so  plainly 
evident  to  the  sociologist  and  the  historian  —  that  the 

>  R.  8.  Baker,  "  The  Yitelity  of  Mormonism,*'  Century  Megaiine,  June,  1004, 
p.  171. 

*  The  Momion  people  tm  a  whole  foDowed  this  Mlvice  undevlatingly.  Obedient  to 
orders,  they  paid  no  attention  for  nuuiy  years  to  the  yast  mineral  wealth  lying  in  the 
moontains  at  their  doors,  but  contented  themseiree  with  assuring  their  future  by 
agriculture.  It  remained  for  subsequent  non-Mormon  settlflcs  to  open  up  the  rich  Utah 
nines.  Later,  however.  Mormons  entered  the  mining  field  and  today  among  their 
number  are  many  of  the  leading  mining  men  in  the  state. 
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stability  of  character  of  any  people  goes  with  foothold 
on  the  soil. 

The  vital  need  of  food  crops  being  so  acute,  the  prob- 
lem was  reduced  to  one  of  production.  And  the  new 
conditions  made  that  an  issue  of  such  magnitude  as  to 
stagger  a  people  less  determined  than  the  Mormons  or  a 
leader  less  resourceful  than  Brigham  Young.  Accus- 
tomed to  the  methods  of  farming  used  in  the  Mississippi 
Valley,  they  found  here  a  mean  annual  rainfall  of  ten  to 
twenty  inches  only.  A  new  system  of  agricultiu^e  had 
to  be  devised;  that  system  was  irrigation.  It  is  fairly 
certain  that  Brigham  Young  knew  nothing  of  irrigation 
before  reaching  Utah.  Whether  he  acquired  a  knowl- 
edge of  it  from  the  Indians,  or  indirectly  from  the  Mexi- 
can Spaniards,  or  otherwise,  is  immaterial.  The  thing 
of  importance  is  that  it  proved  precisely  the  method  to 
solve  the  problem  which  confronted  the  pioneers. 

After  the  first  experiment  with  irrigation  proved 
successful  in  Salt  Lake  City  in  1847,  all  the  settlements 
made  it  the  basis  of  their  farming.  When  a  colony  had 
been  located,  the  very  first  measure  was  the  construction 
of  the  canals  and  ditches  to  carry  the  water  from  the 
mountain  streams  to  the  fields.  In  many  instances  it 
had  to  be  brought  a  considerable  distance,  and  only  the 
simplest  hand  tools  were  available.  The  individual 
could  not  expect  to  cope  with  such  a  formidable  task 
successfully.  Only  by  the  concerted  effort  of  the  whole 
conmumity  could  the  farmers  seciu^e  the  water  needed 
to  irrigate  their  crops.  So  "  a  destitute  people,  having 
no  resources  save  the  genius  of  their  leader  and  the  labor 
of  their  own  hands,  resolved  to  associate  and  organize 
their  efforts  to  bring  the  water  on,  as  the  people  of 
Holland  were  compelled  to  cooperate  to  keep  the  water 
out."  ^    Thus  the  Mormons  began  the  practice  of  that 

1  Charles  HUlxnan  Broush,  Irrigation  in  Utah,  pp.  13-18. 
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great  system  of  codperation  which  has  since  proved  to 
be  their  economic  salvation. 

Acting  as  a  unit,  the  whole  colony  built  the  irrigation 
system.  First,  the  dams  to  store  the  water  in  an  arti- 
ficial reservoir,  or  the  headgate  to  divert  it,  were  con- 
structed; next,  the  canal  itself  was  dug;  and  finally,  the 
ditches  and  subditches  leading  to  the  iadividual  fields 
were  made.^  If  the  work  was  unduly  extensive  or  diffi- 
cult, all  assisted  in  each  of  these  separate  phases,  but 
usually  some  division  of  labor  was  possible.  Generally 
the  bishop  of  the  town,  who  was  the  ecclesiastical  exec- 
utive officer  and  chief  spiritual  adviser,  acted  also  as 
supervisor  of  this  important  practical  part  of  colonizing. 
He  it  was  who  assigned  the  men  to  their  various  tasks 
and  exercised  a  general  oversight  as  to  the  entire  opera- 
tions. That  such  a  method  succeeded  was  due  in  no 
small  part  to  the  remarkable  efficiency  of  the  Mormon 
church  organization  *  with  its  ingrained  habit  of  implicit 
obedience  to  authority.  Of  the  effect  of  this  influence 
Professor  Ely  says:  ''  Individualism  was  out  of  the 
question,  and  in  Mormonism  we  find  precisely  the 
cohesive  strength  of  religion  needed  at  that  juncture  to 
secure  economic  success."  *   It  was  no  uncommon  thing, 

>  The  KreatnesB  of  this  task  appean  from  the  f oUowins  deBoription  of  irrigation  by 
Brooffh:  '*  The  methods  of  irrigation  pursued  by  these  conquerots  of  the  desert,  unaided 
by  capital  or  previous  experience,  were  almost  identical  with  those  in  vogue  at  the  pres- 
ent day.  Canals  were  run  from  the  canyon  out  upon  the  more  level  land  of  the  vallesrs 
and  there  sub-divided  into  branch  canals,  and  these  again  divided  into  laterals  leading 
to  every  farm  so  long  as  there  was  water  to  be  distributed.  Each  farmer  had  canals 
leading  from  the  main  one  to  every  field,  and  generally  along  the  whole  length  of  the 
upper  side  of  each  field.  Each  field  had  little  furrows  a  foot  or  more  apart  and  parallel 
with  each  other,  running  either  lengthwise  or  oroaswise  or  diagonally  across  as  the  slope 
of  the  land  required.  Into  these  furrows  the  water  was  turned,  one  or  more  at  a  time, 
as  the  quantity  permitted,  until  it  had  flowed  nearly  to  the  other  end,  when  it  was 
turned  into  the  next  furrow,  and  so  on  untU  all  were  watered."    Irrigation  in  Utah, 

*  '*  So  far  as  I  can  Judge  from  what  I  have  seen,  the  organisation  of  the  Mormons  is 
the  most  nearly  perfeet  pieoe  of  sodal  mechanism  with  which  I  have  ever,  in  any  way, 
some  in  contact,  excepting  alone  the  German  army."  B.  T.  Ely,  **  Keonomie  Aspeots 
of  Mormonism,"  Harper's  Magaiine,  April,  1008,  p.  668. 

i  Ibid.,  p.  660. 
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at  an  early  day  in  Utah  history,  to  hear  the  bishop  in  the 
Sunday  services  order  a  certain  number  of  men  and 
teams  to  report  for  work  on  the  canal  during  the  ensu- 
ing week.  For  the  invariable  answer  to  this  simmions 
economic  necessity  was  perhaps  responsible  as  well  as 
religious  training.  In  such  a  way  the  canals  were 
provided. 

It  need  hardly  be  said  that  the  pioneers  performed 
this  labor  without  pay.  Their  method  of  procedure  was 
not  concerned  with  capital  or  wages.  By  the  very- 
exigencies  of  the  situation  there  could  be  neither.  The 
only  capital  they  possessed  consisted  of  their  own  united 
strength  and  of  this  they  contributed  in  approximately 
equal  shares.  Each  man  could  therefore  justly  antici- 
pate a  fair  proportion  of  the  only  remuneration  possible 
to  hope  for  —  namely,  the  use  of  the  water  from  the 
completed  irrigation  system. 

When  the  water  was  finally  secured,  the  question  of 
its  distribution  was  settled  without  difl&culty  by  the 
application  of  simple  cooperative  principles.  Each 
man  was  allowed  the  use  of  the  water  in  such  quantity 
and  for  such  a  length  of  time  as  was  proportionate  to  the 
labor  he  had  performed  in  the  construction  of  the  canal. 
In  calculating  this  the  use  of  his  horses  or  oxen  was 
counted  in,  if  he  had  any.  The  right  to  continue  utiliz- 
ing the  proportion  of  water  assigned  was  dependent 
upon  whether  the  individual,  with  his  land,  could  make 
what  is  now  legally  termed  a  '^  beneficial  use  ''  of  it.  If 
not,  he  must  give  up  the  unused  surplus  to  others  who 
needed  it,  the  amount  of  compensation  being  based 
on  the  labor  of  the  first  in  the  original  building.  Simi- 
larly, when  a  man  moved  from  the  particular  irrigation 
system,  he  disposed  of  his  water  right  to  those  staying. 
At  first  the  irrigators  looked  rather  to  the  use  of  the 
water  than  to  any  vested  interest  in  it;  but  when  finally 
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they  secured  legal  title  to  it,  as  "  shares  of  water," 
(computed  either  according  to  '^  second  feet ''  or  to  the 
quantity  needed  to  irrigate  an  acre),  the  previous 
relative  distribution  remained  absolutely  unchanged. 

The  general  result  was  a  practically  equal  division  of 
water  rights.  Several  causes  combined  to  bring  this 
about.  In  the  first  place,  as  has  ab'eady  been  suggested, 
the  codperators  all  did  substantially  the  same  amount 
of  work  in  the  same  time,  because,  by  reason  of  their 
universal  poverty,  no  one  was  equipped  to  do  more  than 
the  man  at  his  side.  Again,  they  dreaded  a  monopoly 
of  the  water,  for  it  was  clear  that  their  ability  to  farm 
depended  upon  each  individual  possessing  the  right  to 
utilize  it.  Finally,  Brigham  Young  had  inaugurated  a 
system  of  land  ownership  which  tended  towards  an 
equitable  result  in  the  ownership  of  the  water.  Under 
his  plan  each  man  was  to  receive  a  tract  of  land  no  larger 
than  he  could  farm  by  the  most  intensive  cultivation. 
Accordingly,  when  Salt  Lake  City  had  been  laid  out 
into  squares,  or  ^'  blocks,''  of  equal  size  (the  same  plan 
was  subsequently  followed  elsewhere)  each  containing 
ten  acres,  the  settlers  received  their  land  on  this  basis. 
In  the  center  of  the  town  a  few  blocks  were  divided  into 
lots  of  one  and  a  quarter  acres,  these  to  be  owned  by 
merchants  and  professional  men  with  little  time  for  any 
form  of  agriculture  except  gardening,  altho  at  first  such 
classes  constituted  a  negligible  part  of  the  social  body. 
Adjoining  the  center  blocks  was  a  tier  in  which  the  lots 
were  of  five  acres,  and  formed  the  homes  of  artisans, 
mechanics,  and  laboring  men,  who,  by  devoting  odd 
moments  from  their  regular  occupations  to  the  cultiva- 
tion of  their  land,  could  materially  supplement  their 
income.  On  the  outside,  in  the  "  Big  Field,"  lay  the 
real  farms.  Varying  in  extent  from  ten  to  thirty  acres, 
they  were  alloted  to  the  owner  according  to  the  number 


Digitized  by  VjOOQIC 


470  QUARTBRLY  JOURNAL  OF  ECONOMICS 

and  working  capacity  of  his  family.  Those  who  received 
the  larger  land  holdings  were  expected  to  work  a  pro- 
portionately longer  time  on  the  canals.  The  outcome 
was  not  only  an  equitable  division  of  the  realty,  but  also 
an  assiu-ance  that  everyone,  either  by  vocation  or 
avocation,  should  till  the  soil.  And  since,  in  the  begin- 
ning, the  church  authority  was  supreme,  the  plan  was 
rigidly  carried  out.  Combined  with  the  dread  of  water 
monopoly  and  the  general  equaUty  of  laboring  capacity, 
it  tended  inevitably  toward  an  equal  distribution  of 
irrigation  rights. 

But  did  the  plan  of  distribution  reach  the  end  its 
sponsors  anticipated  ?  Did  it  actually  work  out  fairly, 
as  any  cooperative  scheme  should  ?  What  the  people 
themselves  thought  of  it  is  best  shown  from  the  fact 
that  they  have  since  utilized  practically  no  other  plan. 
Only  the  cooperative  method  has  ever  been  popular  in 
Utah.  In  neighboring  states  foreign  capital  has  often 
been  induced  to  construct  irrigation  plants  with  a  view 
solely  to  selling  the  water  to  the  farmers.  Newell  com- 
ments on  the  failure  of  such  enterprises  in  Utah  as  fol- 
lows: "  There  are  very  few  large  structiu^s  built  by 
capital  obtained  outside  the  state  and  so  far  as  can 
be  ascertained,  all  investments  of  this  character  have 
been  financially  unsuccessful."  ^  Universal  acceptance 
of  cooperation  would  not  long  have  continued  if  the 
people  had  not  remained  convinced  of  its  inherent  fair- 
ness as  well  as  its  practicability.  If  defects  existed, 
capable  of  being  exploited  by  the  more  shrewd  to  their 
advantage  and  the  subsequent  detriment  of  others, 
none  of  the  codperators  perceived  them.  "If  the 
Mormon  leaders,"  says  Smythe,  "had  desired  to 
organize  their  industrial  life  in  a  way  to  make  large 
private  fortunes  for  themselves,  no  single  item  in  the 

>  Newell,  Irrigation  in  the  United  SUtes.  p.  855. 
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list  of  Utah's  resources  would  have  offered  a  better 
chance  for  speculation  than  the  water  supply.  It  was 
perfectly  feasible  under  the  law  for  private  individuals 
or  companies  to  appropriate  these  waters,  construct 
canals,  sell  water  rights,  and  collect  annual  rental.  By 
adopting  this  method,  which  widely  prevails  in  other 
western  states,  they  could  have  laid  every  field, 
orchard,  and  garden  —  every  individual  and  fanuly  — 
under  tribute  to  them  and  their  descendants  forever."  * 
Yet  not  a  single  instance  of  such  injustice  has  ever  been 
pointed  out.  Indeed  the  very  satisfaction  of  the  people 
with  their  system,  together  with  the  advice  of  the  church 
to  avoid  law  suits  and  its  practice  of  arbitrating  disputes 
among  its  members,  led  to  the  rather  curious  result  that 
the  fundamental  principles  of  irrigation  law  were  formu- 
lated in  California;  altho  irrigation  was  not  applied  in 
that  state  until  1849,  two  years  later  than  among  the 
Mormons. 

Of  the  practicabiUty  of  the  Utah  plan  the  results 
furnish  the  most  satisfactory  test.  Beginning  with  no 
capital  whatever,  inexperienced  in  the  new  kind  of 
agriculture,  entirely  out  of  communication  with  the  rest 
of  the  world,  the  pioneers  in  an  incredibly  short  time  had 
constructed  irrigation  systems  the  extent  and  value  of 
which  dispel  all  doubts  as  to  the  feasibility  of  the 
codperative  method.  The  following  statistics  Bancroft 
gives  for  a  period  three  years  before  the  first  railroad 
reached  Utah  and  eighteen  years  after  the  arrival  of  the 
first  settlers:  "  In  1865,  277  [canals]  had  aheady  been 
constructed  at  a  cost,  including  dams,  of  $1,766,939, 
with  a  total  length  of  1,043  miles,  irrigating  153,949 
acres,  and  there  were  others  in  progress  at  this  date  the 
cost  of  which  was  estunated  at  $877,730.''  *    Finally  it 

1  ConqiMst  of  Arid  Ameiioa,  p.  60. 

*  Bftnoroft,  History  of  Utah,  San  Frandioo,  1800,  p.  722. 
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can  be  stated  that  the  Mormons  at  the  present  time 
continue  to  utilize  in  large  measure  the  identical  means 
of  securing  irrigation  water  as  at  iSrst.  Long  continued 
use  and  impracticability  seldom  go  together. 

While  the  acquisition  of  water  furnished  the  principal 
reason  for  associated  endeavor  in  the  colonization  of 
Utah,  it  was  by  no  means  the  only  one.  In  exactly  the 
same  manner  the  logs  from  the  canyons  and  the  sun- 
dried  adobes  were  obtained  with  which  to  build  the 
houses.  Similarly,  the  community  constructed  the 
usual  palisade  for  protection  against  the  Indians.  Last, 
but  most  important,  cooperation  made  it  possible  to 
put  up  at  once,  as  was  universally  the  case,  the  town 
meeting  house,  which  served  alike  for  religious  worship, 
civil  government,  amusement  center,  and  schoolhouse. 

It  is  perhaps  open  to  controversy  whether  the  first 
Mormon  system  conforms  with  the  usual  technical 
requirements  of  a  cooperative  society.  Certainly  there 
existed  no  formal  associative  body  as  such.  The  col- 
onists acted,  not  in  pursuance  of  a  definite  code  of 
rules  and  regulations  previously  drawn  up,  but  because, 
with  their  nature  and  ideals  and  under  their  environ- 
ment, their  coiu^e  was  the  natural  and  logical  one  to 
follow.  But  what  the  initial  effort  at  co5peration 
lacked  in  formality,  it  made  up,  as  has  been  shown,  in 
inherent  strength,  adaptability,  and  efficiency.  Deter- 
mined as  much  by  economic  need  as  by  conscious  plan- 
ning, a  practical  rather  than  a  theoretical  scheme,  it 
nevertheless  served  its  purpose  effectively  and  com- 
pletely. Its  object  was  to  support  a  people  and  furnish 
them  a  home;  it  succeeded  in  attaining  that  object. 
Despite  its  informality,  this  first  type  of  Mormon 
cooperation  approached  more  nearly  to  codperative 
ideals  than  either  of  the  stages  which  followed.  It  is 
fairly  within  reason  and  the  facts  of  the  case  to  conclude 
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that  it  possesses  the  attributes  which  Holyoake  sets  out 
as  essential  to  true  cooperation  —  namely,  it  "  com-- 
mences  in  persuasion,  it  proceeds  by  consent,  it  accom- 
plishes its  ends  by  conunon  efforts,  it  incurs  mutual 
risks,  intending  that  all  its  members  shall  mutually  and 
proportionately  share  the  benefits  seciu^/'  * 

II 

The  second  phase  of  cooperation  among  the  Mor- 
mons was  evidenced  in  the  establishment  of  coSpera- 
tive  stores.  For  a  people  whose  whole  attempt  to 
settle  the  territory  was  based  on  mutual  assistance,  the 
transition  from  united  effort  in  colonization  to  associa- 
tive organization  in  commerce  was  but  a  logical  develop- 
ment. The  change  was  in  no  wise  perplexing  to  them; 
should  not  the  same  principles  of  codperation  which 
experience  had  demonstrated  to  be  so  effective  in  found- 
ing their  commimities  prove  equally  desirable  when 
applied  to  trade  ?  This  is  precisely  what  happened. 
But  a  clear  conception  of  the  Mormon  cooperative 
stores  can  hardly  be  hoped  for  unless  they  are  viewed  in 
relation  to  the  backgroxmd  of  early  Utah  commercial 
history. 

In  the  very  nature  of  things  commerce  was  non- 
existent at  first.  The  primal  necessity  was  to  take  meas- 
ures to  survive;  and,  beyond  that,  the  few  needful 
exchanges  of  commodities  were  effected  by  barter.  The 
isolation  of  the  pioneers  added  another  factor.  No 
money  was  to  be  found,  and,  in  any  case  it  would  have 
been  valueless  for  lack  of  purchasing  power.  But  as  the 
settlements  became  more  firmly  established,  immediate 
wants  were  satisfied,  and  a  scant  surplus  of  food  supplies 
came  into  existence.  This  furnished  a  medium  with 
which  to  trade  for  other  needed  articles  and  also  a 

1  HisUvy  of  Cooperation  in  Rnifand,  yoL  i,  p.  8. 
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commodity  to  sell.  But  who  could  buy?  Pimshasers 
appeared  among  the  new  immigrants,  composed  of 
recently  arrived  co-religionists.  Moreover,  a  steady 
stream  of  gold  seekers  passed  through  Salt  Lake  City  on 
the  way  overland  to  California.  These  people  gladly 
gave  the  best  of  their  adequate  supply  of  eastern  goods 
for  Utah  foodstuffs,  or  else  paid  the  highest  prices,  in 
order  to  hasten  then*  arrival  in  the  modem  El  Dorado. 
This  traffic  led  to  the  establishment,  in  1849,  by  two 
non-Mormons,  of  the  first  store  in  Utah.  From  this 
time  forward  conunercial  development  was  more  rapid. 
But  aside  from  the  few  local  products,  the  whole  quan- 
tity of  goods  had  to  be  freighted  across  the  plains. 
Naturally,  this  gave  rise  to  extremely  high  prices  and, 
at  the  very  best,  a  precarious  supply.  Finally,  the 
first  transcontinental  railroad,  the  Union  Pacific, 
reached  the  construction  stage,  and  by  1868  was  ready 
to  enter  Utah.  At  this  point  the  Mormons  set  up  then* 
great  system  of  cofiperative  stores. 

The  first  attempt  was  an  isolated  one,  typical  of  the 
others,  but  virtually  unconnected  with  them.  It  is 
worthy  of  notice  because  of  its  priority  and  because  of 
the  peculiar  conditions  which  gave  rise  to  it.  While 
Israel  Evans  of  Lehi  was  in  England  on  a  mission  from 
1853  to  1857  (the  Mormon  Church  has  maintained  an 
active  propaganda  abroad  since  its  incorporation),  he 
came  in  contact  with  the  English  cooperative  stores 
and  made  a  study  of  them.  Upon  his  retiun  home  he 
announced  his  belief  that  the  scheme  could  be  installed 
among  his  own  people  to  great  advantage.  As  a  result, 
ah  organization  was  effected  under  the  name  of  Lehi 
Union  Exchange,  supposedly  of  the  Rochdale  type. 
With  a  capital  of  but  $350,  divided  into  shares  of  $25 
each,  and  distributed  among  the  maximmn  niunber  of 
shareholders,  it  opened  its  doors  for  business  on  July  23, 


Digitized  by  VjOOQIC 


COOPERATION  AMONG  THE  MORMONS  475 

1868,  the  first  codperative  store  in  the  West.  The 
enterprise  met  with  immediate  success,  so  much  so  that 
at  the  end  of  the  first  six  months  a  dividend  of  $28.20 
per  share  was  declared.^  But  this  initial  prosperity  did 
not  endure,  and  the  following  year  the  Exchange  was 
merged  into  the  state-wide  structure  of  codperative 
stotes  which  in  the  meantime  had  been  built. 

The  very  foxmdation  of  this  structure  was  the  Zion's 
Codperative  Mercantile  Institution,  familiarly  called 
the  "  Z.  C.  M.  I.''  The  leaders  of  the  Mormon  people 
established  this  organization  by  their  own  personal 
coimsel  and  action,  supervised  its  conduct  and  develop- 
ment, and  directed  its  affairs.  It  served  as  the  great 
prototype  to  all  the  smaller  stores  throughout  the 
Mormon  domain  and  was  closely  connected  with  them 
by  business  ties.  It  becomes  essential,  therefore,  to 
know  the  forces  and  facts  which  brought  the  concern 
into  being,  for  without  them  a  correct  understanding  of 
commercial  cooperation  in  Utah  is  impossible. 

In  defining  the  causes  which  led  up  to  the  founding  of 
Zion^s  Cooperative  Mercantile  Institution,  little  assist- 
ance need  be  expected  from  the  few  investigations  thus 
far  accorded  the  matter,  because  they  are  so  wholly  at 
variance  with  each  other.  But  whatever  their  intrinsic 
merit,  they  at  least  fiunish  divergent  paths  of  approach 
to  the  problem,  so  they  must  briefly  be  considered. 

What  may  fairly  be  termed  the  non-partisan  view  is 
set  forth  by  Tullidge  in  his  History  of  Salt  Lake  City. 
At  the  time  of  writing,  the  author  had  withdrawn  from 
the  Mormon  Church,  but  still  retained  the  confidence  of 
his  former  associates.    He  says: 

It  must  be  confessed  that  Utah  oommeroe,  before  the  opening  of 
our  mines,  gave  all  the  money  to  a  few  hands.   And  this  was  one  of 

1  Aatorowhidi  paid  113  per  oant  dividend  on  ahaiM  —  not  Moording  to  the  Amount 
d  foods  parohaaed  —  might  weO  have  astoniahed  the  Roehdale  ooOperatois,  after 
whoaeaystam  it  purported  to  be  modeled,  but  sach  waa  the  fact. 
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the  immediate  causes  that  brought  forth  Z.  C.  M.  L;  as  the  leaden 
of  the  Church  conceived  it  to  be  thdr  broad  duty,  at  length,  to  con- 
struct for  the  community  a  broader  and  more  equitaUe  system  of 
commercial  existence.  ...  In  1868-69  the  Mormon  Church  was 
brought  face  to  face  with  implacable  necessities  which  seemed  about 
to  weaken  her.  .  .  .  Should  the  Ysst  money  agencies  which  had  so 
grown  up  among  her  people,  in  the  country  which  she  had  settled,  at 
length  overwhelm  her;  or  should  she,  by  combinations  of  her  own, 
place  these  agencies  at  her  back  and  preserve  her  supreme  potency  ? 
Brigham  Young  answered  these  vital  questions  in  the  organisation 
of  the  Z.  C.  M.  I.^ 

The  distinctly  anti-Mormon  opinion  is  found  in  Sten- 
house's  Rocky  Mountain  Saints.  Stenhouse  was  an 
apostate  from  the  Church  and  his  book  is  a  bitter 
arraignment  of  all  things  Mormon.   He  states : 

.  .  .  Later  in  the  same  year  the  Prophet  concdved  the  idea  of 
uniting  all  the  Mormon  merchants  in  one  grand,  co5perative,  com- 
mercifd  scheme,  by  which  he  hoped  finally  to  be  able  to  "  freese  out 
the  Gentiles  "  who  were  then  in  business,  and  discourage  those  who 
might  have  entertained  the  idea  of  coming  there  when  the  railroad 
was  finished.  ...  He  contemplated  one  general,  wholesale,  co- 
operative store  that  would  supply  branch  stores  in  every  ward  in  the 
city  and  in  the  country  with  all  the  goods  that  would  be  necessary 
for  the  peoples'  consumption.* 

Whitney  in  his  History  of  Utah  presents  the  pro- 
Mormon  view  of  the  matter.  The  author,  who  was  a 
prominent  official  in  the  Mormon  Church,  makes  the 
following  explanation: 

Meantime  the  railway  was  becoming  an  accomplished  fact. . . . 
For  years  the  burden  df  the  Tabernacle  discourses  had  been: ''  Trade 
with  and  sustain  your  friends;  let  your  enemies  have  none  of  your 
substance  with  which  to  work  your  downfall."  It  is  true  that  up  to 
this  time  the  line  had  not  been  religiously  drawn,  for  among  the 
Gentile  merchants  were  many  who  in  thdr  social  and  business  inter- 
course with  the  Saints  had  won  their  confidence  and  were  numbered 
among  their  friends.  But  as  the  railway  project  became  more  tan- 
gible there  were  threats  and  rumors,  at  first  vague  but  afterwards 

t  Edwtfd  W.  Tunidce,  History  of  Salt  Lake  City.  Printed  '*  by  authority  of  the 
City  Council  and  under  the  supenriaion  of  a  committee  appointed  by  the  Counoil  and 
the  author,"  Salt  Lake  City,  1886,  pp.  888-84. 

a  T.  B.  H.  Stenhouse,  The  Rocky  Mountain  Saints,  New  York.  1878,  w  6S0-38. 
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definite  and  openly  avowed,  that  that  great  civilizing  agency  would 
be  used  to  break  in  pieces  the  Mormon  Church.  .  .  .  Hence  the 
instructions  of  the  leading  men  .  .  .  became  more  and  more  positive 
as  the  locomotive  drew  near,  .  .  .  that  "  a  Latter-day  Saint  should 
not  trade  with  an  outdder."  .  .  . 

The  enunciation  of  the  exclusive  commercial  policy  in  the  latter 
part  of  1868  must  be  understood  as  only  a  preparatory  step  to  the 
introduction  of  other  measures.  Among  these  nothing  was  more 
prominent  than  the  establishment  of  cooperation.^ 

In  one  thing  at  least  these  excerpts  concur;  and  that 
is  the  belief  of  both  Mormon  and  non-Mormon  that  the 
advent  of  the  railroad  would  effect  a  serious  change  in 
the  status  of  commercial  relations.  There  is  evidence 
tending  to  prove  that  on  the  part  of  the  Mormons  it 
was  feared  the  change  would  be  inimical  to  them,  for 
they  suspected  their  local  enemies  of  a  design  to  utilize 
the  new  situation  to  crush  out  Mormonism  entirely.' 
Whether  these  fears  were  justified  is  not  important  here. 
For  the  present  purpose  it  is  sufficient  that  such  trepida- 
tion existed,  and  that  it  was  translated  to  some  extent 
into  economic  action.  But  granting  existence  of  these 
feelings,  does  it  follow,  as  the  writers  quoted  seem  to 
infer,  that  they  were  the  main  reason  for  the  establish- 
ment of  the  Z.  C.  M.  I  ? 

Such  a  ground  seems  entirely  too  narrow  to  account 
for  the  actual  results;  the  ultimate,  moving  cause  must 
be  sought  elsewhere.  For  twenty  years  the  people  had 
now  practised  cooperation.  With  its  aid  they  had 
founded  their  colonies;  by  its  use  they  had  constructed 
their  whole  irrigation  system.  Their  entire  experience 
with  associated  endeavor  had  witnessed  only  the  most 
beneficial  results,  consequently  the  utmost  confidence 
prevailed  in  the  doctrine.    To  the  most  casual  observer 

>  Onon  F.  Whitney,  History  of  UUh,  Salt  Lake  City,  1803.  toI.  ii,  pp.  278. 279. 280. 

*  See,  for  example,  G.  Q.  Cannon's  remarks.  Journal  ci  Discooiaes  (a  compilation 
of  Mormon  sermons),  Oetober  7, 1868,  rcl,  zii,  p.  290. 

See  abo  remarks  of  Onon  Pratt,  Oetober  6,  1868,  ibid.,  toL  ni,  pp.  805-07;  and  of 
Bricham  Young,  ibid.,  toI.  zii,  pp.  801,  810,  812. 
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the  peculiar  genius  of  the  Mormon  people  for  the  sys- 
tem, and  the  adaptability  of  the  conditions  to  it,  must 
have  been  patent.  Is  it  strange,  then,  that  Brigham 
Young  should  have  proposed  the  extension  of  coopera- 
tion into  the  conmiercial  field  ?  Or  that  the  people,  in 
the  light  of  the  immediate  past,  so  readily  responded  ? 
The  conclusion  is  inevitable.  Perhaps  the  Mormon 
fear  of  a  remotely  possible  economic  subserviency  gave 
the  immediate  impulse  toward  the  establishment  of  the 
Z.  C.  M.  I.;  possibly  too  the  movement  was  hastened 
by  the  success  of  the  Lehi  undertaking;  and  it  is  within 
the  boimds  of  probability  that  Brigham  Yoimg  may 
have  been  influenced  by  personal  knowledge  of  con- 
sumers' retail  associations  in  England,  since  he  had 
spent  considerable  time  there  about  1846.  But  if  these 
factors  were  influential  at  all,  it  was  only  as  relatively 
unimportant  concurring  causes.  The  real  proximate 
cause,  which  fully  and  logically  accounts  for  establish- 
ing the  Z.  C.  M.  I.,  is  found  in  the  experience  of  the 
people  with  cooperation  and  its  palpably  evident  fitness 
for  the  existing  conditions. 

A  survey  of  the  actual  facts  of  the  establishment  of  the 
institution  bears  out  the  correctness  of  this  conclusion. 

Agitation  of  the  Mormon  leaders  for  a  ''  self-sustain- 
ing "  people  was  the  initial  step  in  the  movement.  It 
got  under  way  in  the  early  fall  of  1868,  and,  when  the 
semi-annual  conference  met  in  October,  formed  the 
principal  topic  of  discussion.  Finally,  Brigham  Yoimg 
presented  the  issue  to  the  people  in  the  form  of  a  resolu- 
tion, which  was  adopted  in  the  usual  Mormon  fashion.^ 
Somewhat  later  he  explained  his  intentions  as  follows: 

What  I  have  in  mind  with  regard  to  this  ooCperatiye  busness  is 
this :  —  There  are  very  few  people  who  cannot  get  S25.00  to  put  into 

1  "  Th0  quettion  is  not  whether  we  have  the  right  to  be  eeU-eueteiiiins  or  not,  b«t 
will  we  be  edf-eustaininc.   That  it  the  question  and  we  ssy  we  will  be.   What  do  yom 
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one  of  these  oodperative  stores.  There  are  even  hundreds  and 
thousands  of  women,  who,  by  prudence,  can  obtain  this  sum.  And 
we  say  to  you,  put  your  capital  into  one  of  these  stores.  What  for  ? 
. . .  fThey]  are  instituted  to  give  the  poor  a  little  advantage  as  well 
as  the  ricL^ 

But  it  needed  little  persuasion  to  win  approval  for  the 
proposed  scheme.  In  less  than  ten  days  after  the  con- 
ference sufficient  stockholders  had  been  secured  to  make 
possible  a  temporary  organization.  This  was  effected 
on  October  16,  1868,  Brigham  Young  being  elected 
president  and  leading  Mormon  officials  filling  the  direc- 
torate. With  such  a  formidable  array  of  officers  the 
sponsors  set  to  work  to  secure  further  support.  Their 
procedure  in  obtaining  it  was  different  from  that  com- 
mon to  previous  English  cooperative  systems.  In 
contradistinction  to  the  Rochdale  stores,  which  accepted 
only  subscriptions  in  money,  the  promoters  of  the 
Z.  C.  M.  I.  urged  all  Mormon  merchants  in  Salt  Lake 
City  to  become  shareholders,  and  issued  certificates  in 
exchange  for  their  goods  and  buildings  on  hand.  By 
this  method  a  stock  of  merchandise  valued  at  several 
hundred  thousand  dollars  was  obtained,  in  addition  to 
cash  from  subscribers  who  were  not  merchants.  During 
the  ensuing  winter  the  project  lagged  in  Salt  Lake  City, 
altho  smaller  "  coops  "  sprang  into  existence  in  several 
of  the  settlements  at  once,  notably  in  Provo  and  St. 
George.  But  by  early  spring  preparations  had  been 
completed,  and  on  March  1,  1869,  the  Zion's  Coopera- 
tive Mercantile  Institution  (called  at  first  Zion's  Whole- 
sale Cooperative  Store),  opened  its  doors  for  business. 
This  occurred  in  one  of  the  stores  exchanged  with  the 
company  for  stock.    Shortly  thereafter  other  branches 

My,  brethren  and  flisten  ?  AU  of  you  wlio  My  that  we  will  be  a  MU-austaining  people 
aignify  it  by  the  ahow  of  your  right  handa.  (The  motion  wm  put  and  unanimoualy 
earned.)"   October  8, 1868.   Journal  of  Diacouraee.  roL  sdi,  p.  286. 

>  April  6. 1860,  ibid.,  p.  878. 
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began  operations  in  similarly  transferred  establish* 
ments.  Over  all  these  was  placed  the  All-seeing  Eye 
and  the  motto,  ''  Holiness  to  the  Lord/'  Within  a 
month  the  institution  had  a  stock  of  goods  on  hand 
worth  $450,000.  Finally,  on  December  1,  1870,  the 
store  was  formally  incorporated  with  a  capital  stock  of 
$220,000.  The  preamble  of  the  articles  of  incorporation 
read: 

The  inhabitants  of  Utah,  convinced  of  the  impolicy  of  leaving  the 
trade  and  commerce  of  their  Territory  to  be  conducted  by  strangers, 
have  resolved,  in  public  meeting  assembled,  to  unite  in  a  system  of 
cooperation  for  the  transaction  of  their  own  business,  and  for  the 
better  accomplishment  of  this  purpose  have  adopted  the  following 
constitution:  ^ 

Z.  C.  M.  I.  prospered  from  the  beginning,  the  first 
year's  sales  amounting  to  $1,230,000.  Altho  most  of 
the  goods  exchanged  for  stock  were  taken  at  the  high 
rate  current  in  the  territory  before  the  railroad  reached 
Utah,  the  venture  flourished  nevertheless.  This  was 
not  only  a  tribute  to  the  principles  upon  which  the  store 
purported  to  be  based,  but  also  to  the  sagacity  of  its 
managers,  who  in  general  were  none  other  than  the 
merchants  who  had  traded  their  goods  into  the  new 
concern.  The  vitality  of  the  Institution  may  be  judged 
from  the  fact  that  in  the  panic  year  of  1873  it  boldly 
began  the  construction  of  what  was  m  those  times  an 
unusually  large  building,  which  was  completed  in  1875, 
bringing  the  heretofore  scattered  branches  into  one 
plant.  In  1895  the  company  was  re-incorporated  with 
a  capital  stock  of  $1,070,000.    Somewhat  later  the 

>  Zion'B  CoflperatiTe  Meroantile  Institution:  Agreement,  Order,  Certificate  of 
Incorporation,  and  By-Laws.    Published  in  Deeeret  News  Book  Store,  1870. 

Compare  this  with  the  objects  of  the  Bochdale  Equitable  Pioneem:  *'  The  objects  of 
this  society  are  to  form  arrangements  for  the  pecuniary  benefit  and  improvement  of  the 
social  and  domestic  conditions  of  its  members,  by  raising  a  sufficient  amount  of  capital, 
in  shares  of  one  pound  each,  to  bring  into  operation  the  following  plans  and  arrange- 
ments.'*   Catherine  Webb,  Industrial  Cooperation  (6  ed.),  p.  68. 
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spacious  building  now  occupied  by  the  home  store  was 
erected. 

But  by  far  the  most  significant  consequence  of  estab- 
lishing the  Z.  C.  M.  I.  was  the  imiversal  adoption  of 
mercantile  cooperation  throughout  the  territory  of 
Utah.  In  practically  every  Mormon  city,  town,  and 
village  a  cooperative  store  was  started.  The  move- 
ment spread  with  unexampled  rapidity,  the  method 
being,  curiously  enough,  from  the  central  body  to  the 
local  branches  —  just  opposite  to  the  British  line  of 
development.  The  shares  in  each  "  coop  "  were  held 
by  local  residents,  who  exercised  entire  control  of  the 
management,  but  sentimentally  at  least  they  looked  to 
the  Z.  C.  M.  I.  as  the  head  of  their  system,  and  for  the 
most  part  at  first  secured  their  supplies  from  it.  Where- 
ever  ^e  colonization  projects  of  the  Latter-day  Saints 
were  carried,  there  was  to  be  found  a  local "  coop."  At 
the  present  time  most,  perhaps,  of  the  Mormon  settle- 
ments in  Utah,  western  Colorado,  Arizona,  New 
Mexico,  southern  Nevada,  Idaho,  southwestern  Wyo- 
ming, Alberta  in  Canada,  and  Sonora  and  Chihuahua 
in  Mexico  have  cooperative  stores.  A  conservative 
estimate  of  their  number  would  be  approximately  150.^ 
A  few  of  these  stores  have  ceased  to  operate.  In  the 
enthusiasm  of  initial  success  several  proposed  venturing 
into  milling  and  manufacturing,  but  in  general  nothing 
came  of  it.  A  number  were  wrecked  by  this  very  exu- 
berance, but  the  management  of  practically  all  of  them 
was  so  conservative  and  sound  that  they  still  survive. 

How  do  these  outlying  cooperative  stores  compare  in 
plan  of  organization  and  in  the  manner  of  conducting 

1  This  is  the  number  which  the  Z.  C.  M.  I.  gives,  as  obtained  from  their  bosineM 
dealings  with  the  smaller  stores.  Assistant  Church  Historian  Andrew  Jenson,  who. 
among  Mormon  officials,  is  best  qualified  to  speak  on  the  matter,  informs  the  writer 
that,  while  he  does  not  doubt  the  reliability  of  this  estimate,  he  is  inclined  to  beUere 
there  were  certainly  not  more  than  one  hundred  and  fifty  small  stores  and  the  number 
might  very  well  have  been  less. 
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business  with  well-recognized  systems  elsewhere,  such 
as  the  Rochdale  plan  ?  Capital  was  provided  by  the 
stockholders  in  shares  usually  of  $25,  but  not  uncom- 
monly of  $10,  in  order  to  bring  the  stock  within  almost 
imiversal  reach.  In  general  it  was  sought  to  obtain  the 
head  of  each  family  as  a  shareholder.  Goods  were  sold 
at  market  price,  but  at  first  a  not  inconsiderable  part  of 
the  business  was  the  exchange  of  dry  goods  for  farm 
produce.  In  such  transactions  some  of  the  "  coops  " 
issued  their  own  paper  script  which  was  redeemable 
later  in  merchandise.  A  few  stores  accepted  tithing 
script,  from  the  church  tithing  oflBices,  in  payment. 
There  seems  to  have  been  no  fixed  rule  as  to  giving 
credit,  but  the  practice  was  much  more  common  in  later 
years  than  in  the  beginning.  The  close  religious  bond 
between  the  Mormons  effectively  eliminated  any  prac- 
tice of  short  weights  or  measures,  or  the  wilful  sale  of 
impure  goods. 

Thus  far  there  is  no  dissimilarity  between  the  Mor- 
mon and  Rochdale  systems.  It  is  in  the  manner  of 
dividing  profits  that  the  greatest  apparent  difference  is 
found.  So  far  as  can  be  ascertained,  profits  in  the  Utah 
cooperative  stores  were  always  distributed  on  the 
basis  of  the  shares  of  stock  held  and  not  according'  to 
the  amoimt  of  goods  bought.  The  Rochdale  device  of 
giving  metaUic  disks  with  each  purchase  in  order  to 
determine,  at  stated  periods,  the  total  quantity  of 
trading  done,  was  unknown  among  the  Mormons.  Nor 
was  any  fixed  charge  paid  to  capital  other  than  the 
dividends.  (As  a  matter  of  fact,  the  dividend  returns 
have  usually  been  at  the  current  rate  of  interest  in  the 
West,  from  6  per  cent  to  9  per  cent;  so  they  have 
approximated  a  fiixed  amount.)  But  this  deviation  in 
division  of  profits  from  the  English  method  did  not 
necessarily  mean  that  different  results  were  obtained. 
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In  the  first  place,  the  shares  m  the  store,  as  to  most 
cases,  were  almost  evenly  divided  among  the  members. 
Again,  practically  all  the  stockholders  were  farmers, 
each  facing  the  frontier  problems  and  conditions 
common  to  his  neighbors.  Little  variation  therefore 
occmred  in  the  amount  and  kind  of  goods  each  had  to 
buy  from  the  store.  Hence,  given  a  certain  amount  of 
profit,  substantially  the  same  amount  would  be  appor- 
tioned to  each  cooperator  whether  the  division  was 
made  on  shares  or  on  pmrchases.  This  was  particularly 
true  in  the  years  immediately  following  the  establish- 
ment of  cooperation,  but  increasingly  less  in  after  years, 
when  the  economic  conditions  of  individuals  became 
more  diversified. 

The  method  of  voting  was  another  characteristic  in 
which  the  Mormon  stores  differed  from  the  British 
type.  Voting  has  always  been  based  on  shares,  as  in 
ordinary  joint  stock  corporations.  In  the  beginning 
this  amoimted  virtually  to  "  one  man,  one  vote,'' 
because  the  members  held  the  same  amount  of  shares. 
With  the  lapse  of  time  and  the  passing  of  imiformity 
of  shareholding  in  the  association,  equality  of  voting 
power  also  ceased. 

No  difference  is  perceivable  between  the  Utah  and 
Rochdale  types  as  to  management.  The  Mormon 
cooperators  periodically  elected  a  board  of  directors 
from  their  own  number  to  control  the  company's 
general  policy  and  a  manager  to  have  charge  of  the 
business  transactions.  Full  and  complete  reports  were 
rendered  to  the  members  at  stated  intervals. 

From  this  comparison  it  is  evident  that  the  Mormon 
cooperative  stores  differed  from  the  English  consumers' 
retail  associations  in  certain  aspects  of  organization  and 
method.  But  the  variation  was  one  of  form  rather 
than  of  substance.    On  the  whole,  each  used  about 
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the  same  means  to  accomplish  the  same  ends  —  a 
widespread  ownership  of  the  store  by  the  pmx^hasers 
of  its  goods,  and  an  equitable  division  of  its  profits. 
This  was  particularly  true  of  the  Utah  concerns  in  the 
beginning.  With  an  appreciable  part  of  the  population 
as  stockholders  in  the  town  ''  coop/'  it  represented,  not 
a  business  under  the  control  of  a  single  proprietor,  nor 
one  dominated  by  a  syndicate  composed  only  of  a  few 
members,  but  the  concerted  effort  of  a  multitude  of 
small  owners  to  carry  on  trade  for  their  common  bene- 
fit. It  seems  but  reasonable  to  conclude  that  the  Mor- 
mon cooperative  institutions  possess  the  characteristics 
common  to  the  Rochdale  type.  However  that  may  be, 
there  is  no  gainsaying  that  the  local  ^'  codps ''  furnished 
the  most  suitable  means  for  satisfying  the  commercial 
needs  of  the  times.  By  their  use  a  people  with  the  most 
meager  capital,  acting  jointly,  was  able  to  supply  the 
settlements  with  merchandise  to  an  extent  not  pos- 
sible of  attainment  otherwise,  as  conditions  then 
existed;  and  at  the  same  time  to  reserve  all  the  profits 
to  themselves.  No  matter  how  the  Mormon  system 
be  classified  in  comparison  with  other  types  of  coopera- 
tion, its  effectiveness  for  the  purpose  at  hand  remains 
indisputable. 

After  the  lapse  of  half  a  century  certain  changes  took 
place.  The  idea  of  connecting  all  the  local  establish- 
ments with  the  Z.  C.  M.  I.  has  long  been  abandoned, 
and  today  several  other  wholesale  houses  in  Utah  are 
close  competitors  for  their  patronage.  As  to  their 
methods  of  conducting  business,  there  has  certainly 
been  some  departure  from  early  standards.  To  a 
limited  degree  the  shares  of  the  country  institutions 
have  come  to  be  concentrated  in  the  hands  of  the  more 
shrewd,  resourceful,  and  powerful  stockholders.  The 
existence  of  such  a  tendency  is  acknowledged  even  by 
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the  most  ardent  advocates  of  the  system.  In  so  far  as 
such  a  change  has  occmred,  the  real  cooperative  char- 
acteristics of  the  stores  have  been  destroyed,  because 
the  very  essence  of  codperation  in  the  early  Mormon 
stores  lay  in  their  ownership  by  a  large  number  of  share- 
holders who  had  each  contributed  about  the  same 
amount  of  capital.  But  the  extent  of  these  inroads  on 
the  early  system  must  not  be  exaggerated.  Nearly  all 
the  stores  still  have  an  extensive  list  of  stockholders,  so 
many  in  fact  that  it  is  probably  not  an  overstatement 
of  the  present  situation  to  assert  that  the  outlying 
stores  retain  most  of  the  benefits  intended  by  their 
founders. 

Can  a  similar  claim  be  made  for  the  Z.  C.  M.  I.  ? 
Beyond  doubt  it  is  a  successful  business  enterprise.  Its 
capital  still  remains  at  $1,070,000|  but  its  operations 
have  reached  gigantic  proportions.  The  shares,  which 
were  originally  subscribed  at  $100,  today  have  a  market 
value  of  $389.  The  stockholders  now  number  approxi- 
mately 650.  From  the  beginning  dividends  on  stock 
average  11  per  cent,  but  at  present  are  on  a  20  per  cent 
basis.  To  date  the  company  has  paid  in  total  dividends 
$5,281,628.15.  It  employs  700  people,  whose  wages 
make  an  annual  expenditure  of  $600,000.  Sales  for  the 
fiscal  year  191&-16  amounted  to  $6,160,698,  and  total 
sales  to  date  reach  the  sum  of  $176,500,000.  Besides 
conducting  the  manifold  activities  of  a  modem  depart- 
ment store,  together  with  an  extensive  wholesale  busi- 
ness, the  Z.  C.  M.  I.  manufactures  shoes  and  duck 
clothing.  The  capacity  of  this  one  department  is  500 
pairs  of  shoes  and  100  dozen  "  overalls  '*  daily,  the  raw 
materials  for  which  cost  $140,000  a  year.  The  stock 
still  remains  mostly  in  Mormon  hands,  altho  some  of 
the  shares  infrequently  appearing  on  the  market  have 
been  acquired  by  non-members  of  the  Church.   Joseph 
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F.  Smithy  president  of  the  Church,  is  also  president  of 
the  Institution;  and  with  two  exceptions  his  ecclesiasti- 
cal predecessors  have  likewise  been  at  the  head  of  the 
company.^  Perhaps  most  of  the  trade  is  still  carried  on 
with  Latter-day  Saints,  but  the  patronage  of  the  store, 
both  in  retail  and  wholesale,  is  far  from  being  exclusivdy 
with  Mormons. 

Granting  the  financial  success  of  the  Z.  C.  M.  I., 
there  still  remains  the  question  whether  it  is,  in  fact,  as 
codperative  as  its  name  implies.  Critics  have  not 
hesitated  to  assert  that  it  is  not  in  the  slightest  degree 
codperative.  Stenhouse  regarded  it  merely  as  Brigham 
Young's  private  weapon  to  drive  the  Gentiles  out  of 
business  with  the  ultimate  purpose  of  clearing  them 
out  of  the  territory.*  Albert  E.  Wilson,  writing  in  a 
German  periodical,  designates  it  a  ''  combine  "  and 
^'  trust  "  and  argues  that  ^'  on  account  of  its  oi^aniza- 
tion  and  the  method  of  dividing  profits,  we  must  deny 
the  Zion's  Codperative  Mercantile  Institution  its 
cooperative  character."'     Even   Whitney   concedes: 

1  TheeishtharaoleoftlieprasentoharteroftheZ.C.M.I.BtateB:  "ThedinetGia 
and  offioen  of  this  oorpoimtioii  shall  be  elected  by  ballot,  at  the  general  meetinc  of  the 
stockholden,  to  be  held  on  the  fifth  day  of  April  in  each  year ,  and  the  peiaoDB  reeeiving  a 
majority  of  the  votes  caat  at  such  meeting,  shall  be  held  and  declared  to  be  eleeted.  .  .  . 
Each  stockholder  shall  be  entitled  to  as  many  rotes  as  he  holds  shares  of  capital  stock. 
.  .  ."  Zion's  CoSperatiTe  Mercantile  Institution:  Artides  of  Be4ncorporation.  etc. 
Salt  Lake  City,  Utah.    George  Q.  Cannon  A  Sons  Co.,  Printers,  1895,  p.  5. 

*  The  Rooky  Mountsin  Saints,  pp.  626-27. 

If  such  were  the  purpose,  it  proved  a  signal  failure,  for  Bancroft  states  (History  of 
Utah,  p.  6M):  *'  Soon,  however,  even  the  Mormons  began  to  disregard  their  leaden 
against  trading  with  gentiles  or  apostates.  The  spell  was  broken  and  during  the  Con- 
ference of  1870  the  stores  of  the  latter,  and  especially  of  the  Walker  Brothers,  were  so 
crowded  with  purohaseiB  that  it  was  impossible  for  them  to  serve  their  patrons."  One 
would  suspect  that  if  the  Mormons  resDy  started  the  Z.  C.  M.  I.  to  rid  themselves  of 
outside  competition,  they  would  have  made  a  more  determined  effort  than  these  foots 
indicate,  because  in  other  respects  at  that  Ijime  they  exhibited  no  lack  of  resource  or 
power. 

•  *'  Sowelt  diese  Angaben  sutreffen  wtlrden  sie  die  Gestalt  su  einer  gewOhnHchen 
AktiengffWffllBohsft  stempdn.  Angesiohts  der  Tatsaohe,  daas  die  Einaelgeschifte  schon 
vorher  bestanden,  haben  wir  es  seit  1868  mit  einer  Fusion  oder  einem  Trust  in  Utah  su 
tun.  .  .  .  Angesichts  ihrer  Organisation  und  der  Methoden  der  Gewinnverteaoag 
mOasen  wir  aber  der  Zion's  Codperative  Mercantile  Institution  den  genosseaaohafi- 
liohen  Charakter  absprechen.*'  "  Gemeinwirtachaf t  und  Untemehmunarformen  im 
Mormonenstsat,"  Jahrinich  fOr  Gesetagebung,  81  Jahrg.,  80-139, 1907. 
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'^  It  is  true  that  a  large  proportion  of  the  stock  has  been 
concentrated  in  a  few  hands  and  that  the  original  idea 
of  having  all  the  people  shareholders  has  in  a  certain 
sense  been  defeated."  ^  How  do  these  opinions  con- 
form with  the  facts  ?  The  facts  are  simple  enough. 
The  original  articles  of  incorporation^  published  by  the 
promoters  in  pamphlet  form  in  1870,  contain  the  deci- 
sive information.    Section  24  of  the  articles  recites: 

The  persons  whose  names  and  residences  are  as  herdnbefore  set 
forth,  have  each  subscribed  for  the  number  of  shares  of  the  capital 
stock  of  said  Zion's  Cooperative  Mercantile  Institution  as  is  here- 
inafter set  opposite  their  respective  names  and  have  paid  for  the 
same  in  full  into  the  treasury  of  said  Institution,  and  at  the  par 
value  tiiereof .  —  The  names  and  numbers  of  shares  being  as  follows, 
vis.: 


Bri^iam  Young 

772 

S77,200 

Geoqie  A.  Smith 

3 

300 

T^lliam  Jenmngs 

790 

79,000 

\rilliam  H.  Hooper 

110 

11,000 

David  Day 

100 

10,000 

Brigham  Young,  Jr. 

53 

5,300 

Joseph  WoodmanBoe 

SO 

5,000* 

Then  follow  fourteen  other  shareholders  only  one  of 
whom  owns  as  many  as  21  shares.  The  total  is  1990 
shares.  From  these  statistics  the  rather  surprising  fact 
is  disclosed  that  fomr  men  possessed  1772  of  the  1990 
shares  which  constituted  the  company's  stock  at  its 
incorporation. 

In  this  connection  it  is  to  be  noted  that  the  Z.  C. 
M.  I.,  Uke  the  smaller  retail  stores,  divided  profits  on 
the  basis  of  shares  of  stock  held  and  not  according  to 
the  amount  of  purchases  made.    Voting  similarly  was 

>  History  of  Utah,  vol.  U,  p.  294. 

s  SEkm'B  CkWtpentiTV  MeroantUe  Institution:  Agreemsnt,  Order,  Certifieste  of 
Incorporatioii,  and  By-Laws.  Published  in  Oesaret  News  Book  Store,  1870,  p.  7. 

TuUidce  (History  of  Salt  Lake  City,  p.  726),  says  there  is  only  one  oopy  of  this  pam- 
phlet in  ezistenoe,  and  that  is  **  preserved  by  the  secretary  of  the  Institution."  But  the 
writer  found  another  oopy  in  the  Harvard  library,  from  which  quotations  in  this  artide 
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based  on  shares  and  not  detennined  by  the  principle 
'^  one  man,  one  vote/'  But  the  very  thing  was  lacking 
in  the  parent  institution  which  gave  the  smaller  estab- 
lishments their  distinctive  cooperative  aspect;  and 
that  was  a  multiplicity  of  small  owners  holding  approxi- 
mately the  same  amoimt  of  stock.  At  its  inception, 
therefore,  the  Z.  C.  M.  I.  was  not  a  real  codperative 
store,  as  that  designation  is  usually  understood.  Nor 
did  the  situation  change  materially  with  the  lapse  of 
time.  In  1895  the  company  issued  copies  of  its  articles 
of  re-incorporation,  which  contain  the  names  and  hold- 
ings of  its  stockholders  at  that  tune,  twenty-six  years 
after  its  establishment.  They  numbered  only  40,  of 
whom  five  owned  8348  of  the  10,770  shares,  one  of  the 
five,  however,  holding  5833  shares  as  trustee.^  The  fact 
that  there  are  today  650  stockholders  shows  that  the 
ownership  has  lately  become  more  distributed  instead 
of  concentrated,  but  certainly  not  to  a  sufficient  extent 
to  make  the  Z.  C.  M.  I.  a  codperative  store  of  the 
Rochdale  type. 

The  Institution  is  entitled  to  more  credit,  however, 
than  this  classification  accords  it.  Even  if  it  lacked 
codperative  organization  and  methods,  its  owners 
nevertheless  maintained  a  codperative  aim.  The  most 
C3mical  observer  will  hardly  deny  the  inmiense  good  it 
has  done  for  the  people  of  the  state  of  all  classes  and 
creeds.  Not  only  has  it  provided  goods  at  reasonable 
prices  when  local  conditions  made  it  perfectly  easy  to 
do  otherwise,  but  it  has  by  that  very  practice  forced 
other  merchants  to  do  the  same  thing,  to  the  ultimate 
benefit  of  the  purchaser.  Five  years  after  its  establish- 
ment the  founders  of  Z.  C.  M.  I.  issued  a  public  state- 
ment in  which  they  said:  ''  From  its  foundation  until 

>  Zion'B  Ck>dpentiTe  Meroantile  Institation:  ArtielflB  of  Re-inoarporation,  etc.. 
Salt  Lake  City.  Vi»h.    George  Q.  Cannon  A  Bona  Co.,  Printen,  1896.  pp.  7-8. 
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the  present  it  has  never  advanced  the  price  of  any 
article  because  of  its  scarcity."  ^  The  same  statement 
might  be  made  today  with  equal  truth. 

Whether  the  Z.  C.  M.  I.  be  regarded  as  a  genuine 
cooperative  store  or  not,  that  character,  as  has  already 
been  pointed  out,  cannot  be  denied  the  150  smaller 
stores  which  followed  it  throughout  Utah  and  the 
adjoining  states.  They  form  a  body  of  evidence  of  such 
reliability  and  of  such  extent  as  to  place  beyond  any 
reasonable  doubt  the  success  attained  by  the  Mormons 
in  commercial  cooperation.  It  is  probably  true  that 
this  second  phase  of  associative  activity  was  not  as 
truly  cooperative  as  the  first  imited  effort  in  coloniza- 
tion. Yet  the  Mormon  '^  coops,"  existing  still  with 
but  slightly  modified  attributes,  possessing  much  the 
same  aims,  methods,  and  functions  as  at  first,  and  with 
their  original  usefulness  not  seriously  impaired,  stand 
today  a  monument  to  the  vitality  of  the  principles  upon 
which  they  were  based. 


Ill 

The  third  type  of  cooperation  among  the  Mormons  is 
industrial.  Just  as  the  concerted  effort  in  colonization 
laid  the  foundation  for  cooperative  stores,  so  the  success 
of  the  latter  led  up  to  the  establishment  of  associative 
industrial  enterprise.  Much  the  same  idea  of  self- 
dependence  which  was  noted  as  the  immediate  impetus 
for  starting  the  Z.  C.  M.  I.  lay  back  of  the  entrance  into 
the  industrial  field.  The  Mormon  people  conceived  it 
to  be  the  wisest  plan  to  rely,  as  completely  as  possible, 
upon  their  own  manufactures.  EflBicient  irrigation 
systems  and  prosperous  cooperative  stores  bore  con- 
vincing testimony  of  the  practicability  of  united  effort; 

1  AddnflB  to  Latt«Mlay  SMnta,  July  10. 1876,  p.  6. 
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while  the  ahnost  unrivaled  resources  of  the  state,  both 
in  variety  and  in  extent,  together  with  an  adequate 
labor  supply  from  the  constantly  increasing  stream  of 
Mormon  converts,  made  up  the  elements  to  which  the 
same  principles  could  be  applied  in  industry.  So  a 
campaign  was  instituted  which  in  vigor  and  effect  has 
steadily  increased  up  to  the  present,  a  campaign  cen- 
tered around  the  slogan,  '^  Patronize  home  industry/' 
Not  only  in  public  gatherings  has  this  doctrine  been 
advocated,  but  repeatedly  from  every  Mormon  pulpit 
in  the  Rocky  Mountains.  The  result  is  the  formation  of 
a  vast  system  of  industries. 

Perhaps  the  first  attempt  of  any  consequence  was  the 
establishment  of  a  number  of  woolen  mills.  To  stimu- 
late this  industry  the  legislature,  in  1869,  had  appro- 
priated $5,000  with  which  to  purchase  improved  breeds 
of  sheep  and  bring  them  into  the  territory.  The  most 
notable  concern  was  the  Provo  Woolen  Mills.  To  quote 
Bancroft:  ''  It  was  built  in  1872,  on  the  cooperative 
plan,  the  people  of  Utah  County  being  asked  to  con- 
tribute money  or  labor  for  the  purpose  and  the  material 
obtained  at  small  cost.  .  .  .  For  several  years  this 
factory  was  the  largest  west  of  the  Missouri  River."  ' 
By  1882  ten  mills  with  an  equipment  of  120  looms  and 
15,000  spindles  produced  cloth  to  the  value  of  $300,000; 
but  this  supplied  only  one-eighth  of  the  local  consump- 
tion, the  balance  of  the  wool  from  the  450,000  head  of 
sheep  being  shipped  east  for  manufacturing.  Most  of 
these  factories  have  been  closed  for  many  years.  Even 
the  largest,  at  Provo,  has  only  recently  resumed  opera- 
tions, after  having  been  sold  to  private  capital. 

The  greatest  of  the  Mormon  financial  enterprises  was 
originated  in  1890  —  the  beet  sugar  industry.  As  early 
as  1852  machinery  had  been  purchased  in  France, 

1  History  of  Utah.  pp.  731-92. 
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freighted  across  the  plains  by  ox  teams,  and  set  up  in 
Salt  Lake  City  in  an  effort  to  make  sugar;  but  the 
attempt  was  premature.  Over  thirty-five  years  later 
several  farnsighted  financiers  of  Utah  undertook  an 
investigation  into  the  two  beet  sugar  factories  then 
existing  in  the  United  States  at  Grand  Island,  Nebraska, 
and  Oxnard,  Califomia.  They  deemed  the  industry 
practicable  for  the  inter-mountain  region,  so  they 
incorporated  the  Utah  Sugar  Company  on  September* 
11,  1889.  The  original  stockholders  numbered  28,  and 
they  furnished  a  capital  of  $15,000,  divided  into  shares 
of  $10  par  value.  The  stock  issue  was  then  thrown  open 
for  the  public  and  a  spirited  campaign  commenced. 
Not  only  did  the  incorporators  themselves  urge  the 
people  to  invest,  but  the  Church  leaders  gave  the  new 
concern  their  enthusiastic  approval.  The  response  was 
widespread,  the  stockholders  exceeding  700,  many  of 
whom  were  men  and  women  of  moderate  and  even  of 
scanty  means.  Finally,  when  the  success  of  the  project 
hung  in  the  balance,  the  Church  itself  granted  a  sub- 
stantial sum  for  the  purchase  of  stock.  At  a  cost  of 
$500,000  the  first  factory  was  constructed  at  Lehi,  and 
by  tiie  sununer  of  1891  it  was  ready  to  commence 
operations.  The  initial  campaign  in  the  fall  and  winter 
of  that  year  produced  1,000,000  pounds  of  refined 
(granulated)  sugar  from  the  first  crop  of  sugar  beets 
ever  raised  by  irrigation.  The  factory  has  been  operated 
at  full  capacity  every  year  since. 

Particularly  in  the  beginning,  this  industry  ofifers  an 
excellent  example  of  the  Mormon  cooperative  system 
and  its  benefits.  The  sugar  company  itself  cultivated 
practically  no  beets,  but  relied  on  the  near-by  farmers 
for  them,  many  of  whom  also  owned  stock  in  the  com- 
pany and  therefore  had  a  double  financial  interest  in  its 
success.   Among  the  employees  in  the  factory  were  also 
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a  considerable  number  of  small  shareholders;  indeed, 
after  the  harvest  was  in,  not  a  few  of  the  farmers  could 
obtain  employment  there.  Besides  improving  their 
land  by  the  intensive  cultivation  which  the  successful 
raising  of  sugar  beets  by  irrigation  requires,  the  farmers 
had  an  unfailing  money  market  for  their  crop.  This 
not  only  benefited  them,  but  also  indirectly  the  mer- 
chants and  traders,  by  putting  more  money  into  circu- 
lation. Furthermore,  a  rise  in  land  values  always 
resulted.  Thus  in  a  variety  of  ways  participants  in  the 
codperative  system  prospered. 

But  matters  remained  in  this  desirable  situation  little 
more  than  a  decade.  In  1903  the  company,  encouraged 
by  its  past  success  and  the  promising  future  of  the 
industry,  entered  upon  a  policy  of  expansion.  It  con- 
structed new  factories  in  northern  Utah  and  in  Idaho, 
formed  a  new  corporation,  the  Idaho  Sugar  Company, 
and  increased  its  own  capital  stock.  (Later  all  the 
companies  were  merged  into  one,  the  present  Utah- 
Idaho  Sugar  Company,  with  a  capital  stock  of  $10,000,- 
000.)  These  operations  did  not  escape  the  notice  of 
powerful  eastern  financial  interests,  and  shortly  there- 
after the  American  Sugar  Refining  Company  secured  a 
majority  of  the  stock.  To  accomplish  this  result  most 
of  the  small  shareholders  were  induced,  for  profitable 
considerations  it  is  true,  to  part  with  their  holdings. 
The  effect  was  to  destroy  the  cooperative  aspect  of  the 
industry;  henceforth  there  was  only  a  plain  joint  stock 
company.  Nor  was  the  original  basis  restored  when,  in 
1914,  Utah  capital,  of  which  the  Mormon  Church 
furnished  part,^  secured  complete  control  of  the  com- 
pany by  buying  out  the  eastern  shareholders.  It  is  now 
codperative  only  to  the  extent  that  its  operations  are 

1  ChArlw  W.  Nibley,  Preddinc  Bishop  of  the  Churoh  of  Jesus  Christ  of  Lstterslay 
Saints,  Fsets  about  Sucar,  Salt  Lake  City.  Utah,  Jane  17,  1916^  pp.  10-11.  (Bishop 
Nibley  is  the  official  who  has  direct  charge  of  the  Church's  flnftn^fti  operatioas.) 
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directed  by  men  who  originally  sponsored  the  codpera- 
tive  idea  and  are  still  presumably  in  favor  of  it,  and  only 
so  far  as  approximately  2000  shareholders,  the  present 
number,  make  a  $10,000,000  corporation  cooperative. 
The  beet  sugar  industry  in  the  Great  Basin,  which  had 
its  origin  in  the  Mormon  codperative  system,  has  now 
developed,  as  is  well  known,  to  gigantic  size.^ 

A  society  of  landed  proprietors,  such  as  m^de  up  the 
the  population  of  Utah,  would  naturally  be  confronted 
with  the  problem  of  providing  adequate  agricultural 
implements.  The  Z.  C.  M.  I.  did  not  deal  in  farming 
tools  and  vehicles,  so  the  feasibility  of  having  a  separate 
cooperative  organization  to  supply  these  articles  soon 
became  apparent.  In  1883,  a  $100,000  company  was 
laimched,  the  stock  subscription  being  thrown  open  to 
the  general  public,  as  in  other  Mormon  enterprises 
purporting  to  be  codperative.  Up  to  1902  the  capital 
stock  was  increased  annually,  and  by  that  time  there 
were  500  shareholders.  In  that  year  the  present  Con- 
solidated Wagon  and  Machine  Company  was  incor- 
porated.   It  is  a  $2,500,000  concern  and  its  letter  head 

>  The  f oOowinc  tabulation,  baaed  on  a  private  letter  from  Mr.  W.  T.  Piper.  Assistant 
Seeretary  and  Treasurer  of  the  Utah-Idaho  Sugar  Company,  shows  the  expansion  of  the 
original  company: 


Name  of  factory 

SUte 

BuUt 

Capaeity 

Lehi 

Utah 

1801 

1165 

Garland 

u 

^003 

OM 

Idaho  Falls 

Idaho 

1003 

041 

Sugar  City 

m 

1004 

804 

Blaekfoot 

u 

1004 

866 

Elsinore 

Utah 

1011 

630 

Payson 

• 

1013 

700 

Spanish  Fork 

• 

1016 

1000 

West  Jordan 

u 

1016 

600 

BrighamCity 

m 

1016 

600 

Grants  Pass 

Oregon 

1016 

600 

Yakima 

Wash. 

1017 

600 

Total 

0640 

In  1015  the  company  produced  174,030,800  pounds  of  refined,  granulated  sugar. 
*  Tons  of  beets  per  twenty-four  hours. 
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carries  the  claim:  '^  largest  retail  implement  house  in 
the  world."  Its  total  sales  in  the  last  year  reached  the 
smn  of  $2,750,000;  and  sales  to  date  approximate 
$100,000,000.  The  company  employs  between  300  and 
400  persons  and  maintains  50  branches  in  different  parts 
of  the  intermoxmtain  comitry.^  It  has  now  about  700 
stockholders,  which  means  an  average  holding  of  almost 
$3600.  From  these  statistics  it  appears  that  with  the 
growth  of  the  company  has  come  an  ownership  increas- 
ingly more  distributed,  but  there  has  never  been  any 
practice  of  allowing  purchasers  to  share  in  the  profits  or 
the  management.  A  more  hopeful  sign  to  the  student 
of  codperation  is  the  rapidly  growing  number  of  local 
farmers'  consumers'  organizations  which  deal  directly 
with  the  manufacturer  and  purchase  their  implements, 
vehicles,  and  supplies  at  wholesale.  According  to 
annoimced  plans,  these  associations  follow  the  Rochdale 
system  rather  closely,  since  they  pay  a  fixed  retmn  to 
capital,  reserve  a  definite  percentage  of  the  profits 
for  improvement  of  plant,  and  distribute  the  rest  to 
buyers  pro  rata  according  to  the  amoxmt  of  purchases 
made. 

For  a  people  who  had  adopted  as  a  slogan  and  as  a 
practice  "  Patronize  home  industry,"  it  became  increas- 
ingly evident  each  year  that  millions  of  dollars  were 
being  sent  East  for  life  insurance  which  might  be  kept  at 
home.  Accordingly,  the  Church  authorities  took  the 
lead  in  organizing,  in  1905,  the  Beneficial  Life  Insurance 
Company,  capitalized  at  $100,000.  Using  the  same  well- 
established  methods,  a  list  of  stockholders  numbering 
200  was  obtained  from  all  parts  of  the  state.  The 
capital  was  later  enlarged  to  $200,000.  The  company 
has  prospered  from  the  beginning  and  today  its  business 

>  From  a  priyate  letter  from  Mr.  George  T.  Odell,  General  Manager  of  the  Conaoli- 
dated  Wagon  dt  Maohine  Company. 
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operationB  extend  through  ten  western  states.  In  the 
annual  statement  issued  December  31, 1915,  it  reported 
gross  assets  of  $1,465,440.45,  surplus  to  policy  holders 
of  $264,961.09,  and  $16,577,044  of  insurance  in  force. 
The  present  shareholders  number  approximately  100. 
This  points  to  retrogression,  rather  than  progress,  along 
cooperative  lines.  Indeed  it  cannot  be  consistently 
claimed  that  this  company  is  more  codperative  in 
character  than  most  of  the  other  life  insurance  com- 
panies doing  business  in  the  state,  and  certainly  not  any 
more  than  the  other  two  local  companies.  The  Educa- 
tional Director  gives  the  following  explanation  of  the 
present  ownership  of  the  company:  ''  Of  course  the 
stock  is  placed  on  the  open  market  and  we  have  no  way 
of  keeping  it  scattered;  nor  has  any  attempt  been  made 
to  concentrate  beyond  having  sufficient  of  it  in  such 
shape  that  the  President  of  the  Company  is  able  to 
guide  its  affairs  without  danger  of  confficting  interests 
interfering."  ^ 

The  latest  and  most  curious  of  the  so-called  coopera- 
tive concerns  is  the  Hotel  Utah.  Impressed  with  the 
idea  that  the  rapid  growth  of  Salt  Lake  City  warranted 
the  maintenance  of  a  modem  hotel  of  metropolitan 
proportions  and  functions,  the  Utah  Hotel  Company 
was  organized  May  19,  1909,  with  a  capital  of  $1,005,- 
000.  This  with  a  bond  issue  of  $1,000,000,  made  it 
possible  to  erect  a  $2,000,000  hotel.  When  completed, 
the  building  was  leased  to  the  Hotel  Utah  Operating 
Company,  whose  stockholders  are  practically  the  same 
as  in  the  Hotel  Company.  From  the  original  number  of 
72  stockholders  at  the  time  of  incorporating,  has  now 
grown  the  present  body  of  85  shareholders.  The  hotel 
has  prospered  from  the  first,  but  the  mere  recital  of 

>  Fhun  a  priyato  letter  from  Mr.  John  D.  GUm,  EdueatiouJ  Direetor  of  the  Bene- 
fiflSal  Ltfe  Innnuiee  Company. 
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these  figures  is  sufficient  to  show  that  it  is  not  a  co- 
operative industry.* 

In  none  of  these  Mormon  industries  has  there  ever 
been  any  practice  of  dividing  profits  with  purchasers. 
Nor,  so  far  as  known,  has  profitnsharing  with  employees 
in  the  form  of  extra  wages  in  proportion  to  company 
earnings  been  customary  with  them.  Profits  have 
accrued  solely  to  shareholders.  All  are  highly  successful 
business  institutions  which  have  performed  an  inesti- 
mable part  in  the  commercial  development  of  the  state; 
but  they  are  not  cooperative.  In  comparison,  there- 
fore, with  Mormon  associated  endeavors  in  colonization 
and  in  commerce,  their  so-called  cooperation  in  the 
industrial  field  appears  to  disadvantage.  Admittedly 
some  industries  tended  towards  cooperative  methods 
at  their  inception;  but  there  has  been  a  steady  trend 
away  from  such  methods  until  today  there  remains 
among  the  Mormons  not  a  single  industry  (as  distin- 
guished from  the  colonizing  schemes  and  cooperative 
stores),  which  satisfies  cooperative  requirements. 

>  Other  oompaxiieB  in  which  the  Monnoii  Church  has  been,  or  is  at  preeent»  interested 
are  the  Inland  Crystal  Salt  Company,  the  Utah  State  National  Bank,  Son's  SsTinflS 
Bank  and  Trust  Company,  the  Salt  Lake  and  Los  Angeles  Railroad  Company,  Salt 
Air  Beach  Company,  Salt  Lake  Enittins  Company,  Deeeret  News  Publishint  Companyt 
the  Salt  Lake  Theatre,  the  former  Utah  Light  and  Railway  Company,  and  the  UnioB 
Fadfio  Railroad.  But  as  these  are  in  no  wise  oo<H;>erative  organisations,  they  sre  not 
considered  here.  A  most  interesting  artide,  which  does  discuss  them,  is  found  in 
World's  Work  for  December,  1902:  "  A  Successful  CoAperatiTe  Society,"  by  Gkn 
Miller.  See  also  "  Proceedings  before  the  Committee  on  Privileges  and  Elections  of  the 
United  SUtes  Senate  in  the  Matter  of  the  Protests  against  the  Rif^t  of  Honorable  Reed 
Smoot,  a  Senator  from  the  Stote  of  Utah,  to  Hold  His  Seat."  60th  Congress,  Senate 
Document  486,  Washington,  1006,  vol.  i,  pp.  81-S7. 

In  Utah  are  also  s  comparstivdy  large  nuntber  of  building  and  loan  sesomationa 
But  they  sre  of  s  type  common  to  the  whole  United  States,  and  do  not  bear  any  dis^ 
tinct  relation  to  Mormon  eoSperation.  The  small  country  banks  in  the  state  approaeli 
somewhat  nearer  to  the  usual  Mormon  eoSperative  type,  but  in  general  their  nrgawiia 
tioB  and  funetioas  are  similar  to  rural  banks  elsewheie. 
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IV 

Such  is  the  history  of  codperation  among  the  Mor- 
mons. It  discloses  an  economic  phenomenon  not 
paralleled  elsewhere,  for  the  simple  reason  that  history 
has  not  otherwise  seen  a  combination  made  up  of  people 
like  the  Mormons  and  of  conditions  similar  to  those  in 
the  Great  Basin.  And  its  growth  has  been  as  remark- 
able as  its  imiqueness.  From  the  digging  of  the  first 
irrigation  ditch  it  has  developed  into  the  present  vast 
system  of  agriculture,  commerce,  and  industry,  with 
tlieir  ramifications  over  the  entire  arid  West.  Having 
traced  this  growth,  it  remains  now,  by  way  of  con- 
clusion, only  to  point  out  the  chief  factors  responsible 
for  it  in  the  past,  and  to  determine  its  present  status. 

Three  elements  have  stood  out  as  the  underlying 
causes:  fiirst,  the  physiographic  conditions;  second,  the 
religious  organization  of  the  Mormons;  and  third, 
Brigham  Young. 

Mention  has  already  been  m^de  of  the  arid  conditions 
in  Utah  which  led  the  pioneers  to  evolve  irrigation. 
This  was,  of  course,  only  the  inevitable  response  to 
environmental  influence,  a  natural  fxmctioning  of  the 
stem  law  of  necessity.  The  irrigation  sjrstem  grew  up 
because  it  had  to;  and  codperation  came  into  being 
because  it  was  foimd  to  be  the  sole  means  of  furnishing 
the  canals  which  irrigation  required. 

But  the  mere  physical  conditions  could  not  alone  have 
been  responsible  for  the  cooperative  system  which 
arose.  Other  parts  of  the  arid  West  have  since  been 
reclaimed  without  bringing  forth  such  a  method.  The 
existence  of  codperation  in  early  Utah  and  its  absence 
in  neighboring  states  when  physical  conditions  were 
identical  must  be  accounted  for  by  a  difference  in  social 
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structure.  In  near-by  states  the  colonists  acted 
individually  and  were  not  connected  with  each  other 
by  any  particular  interest,  while  in  Utah  there  existed 
a  compact  social  body,  closely  united  by  common  ties 
and  easily  capable  of  being  used  as  a  vehicle  to  cope  with 
general  needs.  This  conunon  bond  was  the  peculiar 
church  organization  and  religion  of  the  Mormon  people. 
With  an  organization  particularly  fitted  for  efficient 
imited  endeavor,  with  religious  ideals  which  impelled 
them  to  assist  each  other  in  practical  as  well  as  spiritual 
matters,  with  an  adaptability  for  following  leadership 
which  is  the  very  basic  foundation  of  successful  co- 
operation, it  was  perfectly  natural  that  they  should 
associate  together  to  provide  their  economic  needs.^ 

If  the  Mormon  leaders  are  to  be  given  a  measure  of 
credit  for  instituting  cooperation,  by  far  the  most  of  it 
is  due  to  Brigham  Young.  He  it  was  who  perceived  the 
ability  of  the  Mormon  people  to  become  cooperators 
and  rendered  that  ability  concretely  tangible.  Shrewd, 
forceful,  energetic,  and  far-sighted,  he  was  preeminently 
fitted  to  lead  his  pioneer  people.  "  Whatever  else  may 
be  said  of  Brigham  Yoxmg,"  remarks  Ray  Stannard 
Baker,  "  he  was  a  great  general,  a  magnetic  leader  of 
crude  tho  undeniable  power,  and  a  shrewd  law  giver. 
We  may  scout  the  idea  that  he  was  in  truth  a  divine 
prophet,  but  we  may  scarcely  deny  him  a  large  gift  of 
the  prophetic  imagination.  He  was  perhaps  the  grossest 
materialist  of  his  time,  but  he  got  results."  ^ 

And  now,  finally,  what  shall  be  said  of  the  present 
condition  of  Mormon  cooperation  ?  Is  the  super- 
structure of  a  kind  with  the  f  oimdation  or  of  an  entirely 
different  type  ?    Fifteen  years  ago  Professor  Ely  was 

*  AmoaO.  Wanier  believed  this  to  be  the  ehMf  factor  in  Moounting  for  thev 
pUahments.  Three  Phases  of  Cooperation  in  the  West.  Amerioan  Eoonomio  AoMtoiation 
Publications,  1887,  vol.  ii,  No.  1,  pp.  lia-19. 

«  "  The  VitaKty  of  Mormonism,"  Centuiy  Magasine,  June,  1904,  p.  166. 
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inclined  to  believe  that  the  original  aims  had  been  some- 
what lost  sight  of.  ''  The  present  condition  of  codpera- 
tion  among  the  Mormons,"  he  says,  ^'is  one  which 
indicates  retrogression  rather  than  progress,  and  it  is 
not  wholly  encouraging  to  believers  in  cooperative 
principles."  ^  It  is  hard  to  escape  from  this  conclusion. 
Certainly  the  study  of  the  three  different  stages  of 
Mormon  cooperation  bears  it  out.  In  the  first  stage, 
that  of  colonization,  co6perative  standards  were 
maintained;  the  second  phase,  which  had  to  do  with  the 
retail  stores,  experienced  a  noticeable  departure  from 
characteristics  generally  found  elsewhere  in  coopera- 
tive associations;  while  the  final  type,  evidenced  in  the 
industrial  field,  was  hardly  cooperative  at  all.  Yet  to 
say  that  each  successive  stage  moved  farther  away  from 
cooperative  requirements  than  its  predecessor  neither 
means  that  no  cooperative  enterprises  remain  among 
the  Mormons,  nor  that  the  methods  actually  used  were 
not  skillfully  adapted  to  accomplish  the  purposes  at 
hand.  It  has  already  been  pointed  out  that  the  Mor- 
mons in  their  colonizing  schemes  provide  their  irriga- 
tion systems  in  substantially  the  same  manner  as  in 
pioneer  times,  by  imited  endeavor.  The  numerous 
small  retail  stores  are  yet  performing  much  the  same 
r61e  of  commercial  usefulness  as  at  first.  And  it  can 
hardly  be  denied  that  the  Mormon  industrial  and  com- 
mercial system,  which  largely  originated  in  their  co- 
operative schemes,  has  made  them  a  prosperous  and 
independent  people.  It  is  natural  that  the  Mormons, 
viewing  their  attempts  at  cooperation  in  the  light  of 
economic  results,  are  not  disposed  to  be  dissatisfied 
with  them. 

Hamilton  Gabdneb. 
H^mrABD  Law  School. 

>  **  EooBOOiio  A«pMts  of  MornMmkm,"  Harper**  Magaiiiift,  Aivil,  1903,  p.  871. 
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FLAX:    THE  FIBER  AND  SEED.    A  STUDY 
IN  AGRICULTURAL  CONTRASTS  ^ 

SUMMARY 

The  old  eultuze  and  the  new,  600.  —  The  two  groups  of  produets,  501. 
—  European  fiber  culture,  504.  —  Modern  flazaeed  farming,  504. — 
Pulling  and  rippling  fiber,  506.  —  Harvesting  flaxseed,  507.  —  Prepar- 
ing fiber;  retting,  scutching,  508.  —  Attempts  to  apply  machinery  to 
fiber  production,  514.  —  Machinery  applied  to  flaxseed  fanning,  519.  — 
Migrations  of  the  flaxseed  crop,  521.  —  Attempts  to  establish  fiber  pro- 
duction in  the  United  States,  523.  —  A  comparison  of  productive 
agencies,  524.  —  The  reasons  for  separate  production  of  fiber  and  seed, 
525.  —  The  principle  of  comparative  advantage,  526. 

Flax  has  been  cultivated  from  time  immemorial  for 
the  strong  and  endming  fibers  of  the  plant.  Out  of 
these,  prehistoric  man  firot  made  his  lines  and  nets,  and 
later  fashioned  his  clothing  and  household  fabrics. 
Flax  fiber,  or  ''  line ''  as  it  is  commonly  known,  was  the 
first  spinning  staple;  and  linens,  supplemented  by 
woolens  in  the  colder  climates,  held  the  foremost  posi- 
tion among  the  textiles  until  the  industrial  revolution 
of  the  eighteenth  century.  The  use  of  flaxseed  or  lin- 
seed in  industry  is  comparatively  modem.  Tho  the 
medicinal  and  food  values  of  the  seed  were  known,  the 
peculiar  drying  or  filming  property  of  the  oil  contained 

>  The  writor  has  gatherad  muoh  of  his  matter  from  obeervstion  imd  inveBtication 
inompted  by  the  use  of  one  of  the  flax  produots  in  manuiaoturing.  The  oaae  of  flax  was 
clearly  aet  forth  twenty-eight  yean  ago  by  Pn>fe«or  F.  W.  TibuaBig  in  *'  Some  Aspeeti  of 
the  Tariff  Queation,"  vol.  iii  of  thia  JounuJ.  I  am  indebted  to  him  for  helpful  eiitiaiam 
of  thia  paper.  Bcferenoe  ia  made  to  the  following  booka  and  papen:  J.  G.  WlltinaoUt 
Mannera  and  Cuatoma  of  Andent  Egsrptiana;  F.  Eellar,  Lake  DwellingB  of  Switaeriand 
and  Europe;  A.  J.  Warden,  The  linen  Trade;  A.  8.  Moore,  linen;  E.  A.  Whitman, 
Flax  Culture;  U.  S.  Department  of  Agriculture,  Fiber  Inyeatigation  Reporta;  H.  K 
BoUey,  Flax  Bulletina,  North  Dakota  Agrieultural  CoDece;  Flax  Culture,  Bulletin  274 
U.  B.  Department  of  Agriculture. 
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in  it  was  not  generally  recognized  \mtil  the  fourteenth 
century.  This  important  discovery  made  possible  the 
rise  of  the  art  Df  oil  painting  in  the  Renaissance,  and 
created  an  entirely  new  set  of  material  demands.  A  new 
group  of  commodities  then  appeared  gradually,  and  in 
time  an  essentially  different  branch  of  flax  production. 
In  surveying  flax  culture  from  its  very  beginning  we 
find  three  periods.  At  first  the  plant  was  cultivated  for 
fiber  only.  Then  from  the  fourteenth  century  to  the 
close  of  l^e  eighteenth  century  it  was  still  cultivated  for 
fiber  primarily,  tho  there  was  a  secondary  production  of 
seed  for  oil  from  the  tome  plants.  Finally,  after  the 
industrial  revolution,  flax  came  to  be  grown  for  seed 
only,  particularly  in  connection  with  the  opening  of  new 
lands  in  this  coimtry.  The  old^  coxmtries  still  continued 
to  grow  flax  for  fiber. 

Thus  we  now  have  two  separate  and  distinct  cultures, 
which  appear  to  be  confined  closely  to  seats  of  produc- 
tion possessing  certain  natural  or  social  advantages. 
The  older  coimtries  of  Europe  have  retained  the  ancient 
flax  fiber  production.  The  newer  coimtries  have  de- 
veloped the  modem  flaxseed  farming.  Between  the  new 
culture  of  flaxseed  as  a  grain  crop  and  the  old  culture  of 
flax  fiber  as  a  garden  and  handicraft  product,  there  are 
many  contrasts  interesting  to  the  student  of  economics. 
This  article  will  sketch  some  of  the  more  striking 
features  and  examine  the  causes  which  seem  to  deter- 
mine the  source  of  supply  of  the  varied  commodities 
produced  from  the  flax  plant. 

Of  these  there  are  two  groups — the  flax  fiber  prod- 
ucts or  linen  textiles;  and  the  paint  and  covering 
products  of  which  linseed  oil  is  the  base.  The  first  group 
comprises  the  time-honored  and  beautiful  linens, 
damasks,  lawns  and  cambrics,  in  addition  to  crash, 
bagging,  nets,  lines,  thread  and  twine.    The  second  — 
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the  more  modem  and  less  familiar  group  —  includes 
paints,  varnishes,  printing  ink,  oiled  fabrics,  oil  cloth, 
linoleum,  imitation  and  patent  leather,  waterproof 
clothing,  oilskins  and  soap.  The  linseed  products  now 
form  a  larger  item  in  the  world's  annual  income  than 
the  linen  textiles.  At  the  close  of  the  eighteenth  cen- 
tury the  situation  was  quite  different.  Then  linseed  oil 
was  in  little  use,  while  linens  were  the  Universal  textiles 
for  personal  and  household  use.  The  causes  which 
brought  about  this  revolution  must  be  examined  at 
some  length. 

There  are  several  varieties  of  flax,  but  the  blue- 
flowered  flax  plant,  linum  usitatissimum,  yields  all  the 
fiber  of  commerce  and  nearly  all  the  seed.  It  is  an 
annual  and  can  be  grown  in  almost  any  climate.  It  is 
found  in  Alaska  and  Argentina,  in  the  alluvial  soil  of 
Mesopotamia  and  the  sandy  steppes  of  Russia.  Most 
of  the  beed  of  India  is  produced  by  another  variety  of 
flax  —  the  yellow-flowered  plant,  linum  trigynum. 
This  has  the  same  general  characteristics  of  linum 
usitatissimum,  from  which  the  great  bulk  of  flax  prod- 
ucts is  derived.  The  plant  has  a  pithy  wooden  stem 
covered  with  a  fibrous  bark.  The  bast  fibers^  are 
extracted  by  decomposing  the  plant,  and  when  pre- 
pared become  the  ''  line ''  of  commerce,  so  highly 
prized  for  spinning  and  weaving  into  linen  textiles. 
Tow  or  codilla  is  a  by-product  of  the  processes  by 
which  the  dressed  flax  or  line  is  obtained.  It  is  used  for 
making  the  coarser  yarns,  twines  and  fabrics.  These 
two  fiber  products,  line  and  tow,  form  the  base  or  raw 
material  of  the  linen  textile  industries. 

The  base  of  the  linseed  industries  is  found  in  the  oil 
contained  in  the  cotyledons  of  the  embryo  plant  in  the 

>  The  word  fiber  ia  used  to  deMribe  the  long  hair-like  compound  of  the  beat  ceOa  of 
the  pUnt. 
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seed  of  flax.  This  seed  is  about  one-tenth  of  an  inch  in 
length,  somewhat  pear-shaped,  and  glossy,  greenish- 
brown.  It  is  easily  and  quickly  handled  in  great  bulk. 
In  modem  practice  the  oil  is  expressed  by  hydraulic 
presses  in  a  highly-organized  milling  process,  called  in 
the  trade  '^  linseed  crushing."  The  residue  from  the 
presses,  linseed  cake,  is  a  valuable  by-product  used  as  a 
stock  food. 

Here  are  two  raw  materials  of  first  importance,  which 
seemingly  should  be  joint  products  of  l^e  same  plants. 
Yet  in  fact  we  find  separate  production:  millions  of 
bushels  of  flaxseed  and  millions  of  pounds  of  flax  fiber 
or  line,  accompanied  in  each  case  with  the  rejection  of  a 
potential  joint  product.    What  is  the  explanation  ? 

The  production  of  good  long  line  requires  first  the 
growing  of  good  flax  stems  or  canes.  This  is  gardening 
—  horticulture  rather  than  agriculture.  The  greatest 
care  is  used,  from  the  thoro  preparation  of  the 
groimd  to  the  hand-pulling  of  the  stalks  at  harvest  time. 
The  soil  must  be  brought  to  the  best  garden  tilth,  and 
then  settled  or  rolled  to  make  a  compact  smooth  seed 
bed.  The  seed  is  sown  broadcast,  preferably  by  hand. 
Eighty  poxmds  to  one  hundred  and  sixty  poimds,  the 
larger  quantity  in  the  case  of  the  finest  line,  are  sown  to 
the  acre,  so  the  plants  will  grow  thickly  and  without 
branching.  The  field  is  then  either  hand-raked,  draped 
or  brushed  to  cover  the  seeds,  after  which  follows  an- 
other rolling  or  treading.  Treading  with  boards 
attached  to  the  feet,  and  hand-spading,  may  still  be 
seen  in  parts  of  Europe  where  the  best  flax  fiber  is 
produced.  The  careful  preparation  of  the  seed  bed, 
thick  sowing,  and  even  covering  of  the  seeds,  bring  up 
the  largest  possible  number  of  shoots  which  develop 
into  long  sinewy  stems  with  the  branches  at  or  near  the 
top.    Besides  this,  an  equable  climate  causes  the  con- 
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tinuous  and  even  growth  of  slender  bast  cells  ensuring 
a  fine  tenuous  fiber.  The  flax  plant  is  peculiarly  suscep- 
tible to  injury  from  weeds,  and  the  fiber  grower  wants 
the  soil  to  bear  only  the  flax  stalks  or  canes,  and  these 
in  perfection. 

It  is  the  European  custom  to  begin  weeding  by  hand 
—  the  only  method  possible  in  such  thick  growth  — 
when  the  plants  are  but  a  few  inches  high.  As  numbers 
and  length,  not  bulk,  are  desited,  the  thinning  so  often 
practised  in  other  culture  (e.  g.,  heet  cuibare)  is  omitted. 
Women  and  children  creep  slowly  and  carefully  through 
the  fields,  examine  every  inch  of  ground  and  pull  up 
every  weed.  They  kneel  face  to  the  wind,  and  work 
toward  it,  so  that  plants  which  are  bent  over  are 
straightened  by  the  lifting  action  of  the  sun  and  wind. 
Two  or  three  such  searching  weedings  leave  the  ground 
wholly  to  the  tall,  slender  flax  stems. 

There  is  no  such  culture  in  America,  North  or  South, 
save  in  experimental  plots.  The  nearest  approach  to  it 
for  any  sort  of  agriculture  is  the  truck  farming  in  the 
vicinity  of  our  larger  cities.  Thus  the  amoxmt  of  flax 
fiber  grown  here  and  in  Canada  is  of  no  consequence  in 
the  market.  Where  it  is  occasionally  grown  the  rough 
and  ready  methods  are  far  removed  from  gardening, 
and  yield  generally  a  kind  of  line  suitable  for  the 
coarser  yams  and  tow  products.  Prime  long  line  can 
be  produced  only  by  the  most  thoro  and  painstaking 
cultivation.  The  intention  of  the  European  grower  of 
fiber,  carefully  carried  out  from  the  start,  is  to  produce 
plants  with  tall,  slender  stems  or  canes  yielding  the 
greatest  possible  length  and  fineness  of  line. 

In  sharp  contrast  is  the  planting  of  flax  for  seed  only. 
The  desu^  end  is  the  greatest  number  of  flowering 
heads  which  will  bear  seeds.  Hence  a  bushy  form  with 
many  branches  must  be  developed.     To  secure  the 
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greatest  yield  of  seed,  the  land  ought  indeed  to  be  better 
tilled  than  for  the  ordinary  grain  crops,  because  the 
flax  plant  cannot  take  up  raw  manures  immediately  and 
is  quickly  weakened  by  weeds.  Virgin  soil  is  best,  due 
to  the  abxmdance  of  natural  plant  food  and  the  absence 
of  weeds  and  f imgi.  Thus  in  this  coxmtry,  Canada,  and 
Argentina,  flaxseed  growing  has  become  large-scale 
frontier  farming.  All  the  modem  farm  machines  are 
employed  in  preparing  the  soil  and  in  planting  the  seed. 
From  fifteen  to  twenty-five  pounds  to  the  acre  are  sown 
by  a  mechanical  drill  in  rows  about  eight  inches  apart. 
Hie  seed  is  effectually  covered  and  the  seed  bed  made 
firm  and  smooth  by  a  plank  drag,  often  drawn  tandem 
with  the  drill.  The  result  is  a  thin  growth  in  rows,  each 
plant  having  room  to  grow  out  rather  than  up  —  to 
branch  and  bear  flowering  heads.  This  secures  the 
maximum  yield  of  seed.  Many  farmers  do  not  weed  at 
all,  tho  the  plants  are  so  spaced  by  the  drill  that  weeding 
or  cultivating  may  be  done  with  a  disk  harrow  or  other 
machine  cultivator.  The  ideal  is  the  most  efficient  seed- 
bearing  structure;  no  further  use  of  the  stems  or 
branches  of  the  plants  is  contemplated.  The  great  bulk 
of  flaxseed  is  grown  in  the  newer  countries  as  grain,  by 
extensive  agriculture,  employing  horse  or  tractor-drawn 
farm  machinery.  There  is  a  small  secondary  yield  of 
seed  in  northern  Europe,  notably  Russia,  as  a  by-prod- 
uct of  flax  fiber  production.  Russia  is  the  only  coxmtry 
producing  both  flax  fiber  and  flaxseed  in  large  quanti- 
ties. Tho  some  of  this  flaxseed  is  produced  as  a  grain 
crop  on  extensive  land  holdings,  with  the  modem  large- 
scale  farming  methods  and  implements,  introduced  from 
the  United  States,  Russia  remains  the  chief  fiber-pro- 
ducing country  of  the  world. 

Contrast  now  the  two  cultures  at  the  next  stage,  the 
harvesting  of  the  crops.    The  flax  raised  for  fiber  is 
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pulled  by  hand.  The  time  is  determined  by  the  condi- 
tion of  tiie  stalk,  which  should  be  green  for  about  one- 
third  its  length.  In  this  state  the  cane  possesses  its 
natural  oil  and  gums  and  is  in  prime  condition  for  mak- 
ing soft,  pliant  line.  The  seed  is  then  in  the  milk,  tho 
it  may  be  saved  by  stacking  the  flax  for  a  time  in  order 
that  the  seed  may  mature  and  cure.  Many  years  ago 
this  was  a  common  practice,  but  the  large-scale  sepa- 
rate culture  of  flaxseed  has  forced  the  older  methods 
into  the  distant  background.  Pulling  flax  is  hard  woik. 
The  laborer  must  kneel  or  stoop,  and  must  grasp  a  hand- 
ful of  stalks  near  the  roots  and  draw  them  from  the 
earth.  He  then  shakes  them  to  remove  the  dirt,  and  if 
he  has  not  taken  care  to  pull  stems  of  about  equal 
lengths,  he  must  sort  them  before  laying  them  down. 
This  pulling  is  frequently  done  by  women  and  children 
in  Europe.  In  Canada  the  limited  amount  of  flax 
grown  for  fiber  is  usually  pulled  by  Indians.  It  is  the 
usual  procedure  to  ''  ripple ''  the  flax  in  the  field  as  it  is 
pulled.  Rippling  is  getting  rid  of  the  seeds  by  drawing 
the  stalks  through  a  ripple  or  coarse  comb  provided 
with  iron  teeth  so  fashioned  and  set  that  the  openings 
between  them  are  wedge-shaped.  The  workers  sit  on  a 
bench  upon  which  the  ripple  is  moxmted  with  teeth 
upstanding.  They  grasp  the  stalks  by  the  root  end  and 
draw  the  heads  through  the  ripple.  A  cover  on  the 
groxmd  catches  the  seeds  as  they  are  stripped  off.  They 
may  be  saved  in  this  state  and  cured  for  crushing  into 
linseed  oil  by  spreading  and  drying  them  under  cover. 
This  requires  time,  space,  frequent  turning,  and  much 
patience;  as  a  consequence  they  are  usually  fed  to 
cattle  at  once.  The  stalks  are  then  ready  for  the  next 
process,  that  of  "  retting,"  by  which  the  fiber  is  m^de 
ready  for  extraction.  In  certain  parts  of  Europe,  a 
small  portion  of  the  world's  supply  of  flaxseed  is  saved 
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by  tying  the  flax  into  bundles  or  sheaves  after  pulling^ 
and  stacking  it  away  until  the  seed  is  ripe.  The  flax  is 
then  rippled  or  top  threshed  in  the  fall  or  winter,  the 
stalks  are  again  bundled,  carried  over  into  the  next 
spring,  and  then  retted.  But  the  usual  method,  bring- 
ing quicker  returns,  is  to  ripple  the  flax  in  the  field  as  it 
is  pulled;  the  stalks  are  then  bound  into  sheaves  and 
are  taken  at  once  to  be  retted. 

It  will  be  best  to  leave  the  flax  fiber  crop  at  this  stage 
and  tima  from  the  harvesting  of  fiber  stalks  to  the  har- 
vesting of  the  flaxseed  crop.  In  striking  contrast  to  the 
long  drawn-out  production  of  flax  for  fiber  is  the  pro- 
duction of  the  seed  of  the  plant  for  the  crushers  making 
linseed  oil.  In  this  case  harvesting  follows  about  twelve 
weeks  of  the  usual  passive  waiting  of  the  grain  grower. 
During  this  time  the  plants  have  put  forth  many 
branches  which  have  borne  all  the  late  summer  a  pro- 
fusion of  ephemeral  but  beautiful  blue  flowers.  The 
five-petalled  blossoms  have  matured  into  bolls  contain- 
ing ten  seeds  each.  In  fruiting,  the  plant  elements 
necessary  to  reproduction,  including  the  oil,  have  passed 
into  the  seeds;  the  stems  have  become  lifeless  straw. 
While  the  bolls  are  still  somewhat  green  and  before  they 
fully  ripen  and  cast  their  seeds,  the  well-known  har- 
vesting machinery  is  drawn  through  the  field  by  horses 
or  tractors,  and  quickly  cuts  down  the  standing  grain. 
The  flax  is  then  put  through  the  power  threshing 
machine,  the  grain  is  separated  or  beaten  out  and  is 
ready  for  the  market. 

It  is  plain  that  good  flax  fiber  for  spinning  cannot  be 
made  from  straw  which  has  passed  through  the  rollers 
and  beaters  of  the  threshing  machine.  Even  if  it  were 
not  in  a  tangled  and  broken  state,  its  fiber  is  short, 
coarse,  and  lifeless  —  lacking  the  very  essence  of  good 
line.    It  is  usually  burned  in  the  fidd  where  it  falls. 
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Many  inventors  and  experimenters,  aroused  by  this 
apparent  waste  of  flax  straw,  have  spent  fortunes  in 
attempts  to  find  some  way  of  making  from  the  straw 
the  line  or  even  the  tow  used  by  spinners.  In  this 
country  alone  many  different  processes  have  been 
thoroly  tried  and  niunbers  of  patents  taken  out. 
But  so  far  all  have  failed  to  produce  anything  better 
than  coarse  fiber  or  tow,  similar  to  that  which  is  the 
residue  from  the  operations  for  preparing  line.  Ven- 
tures requiring  large  investment  in  machinery  and 
equipment  have  produced  for  a  time  limited  amounts  of 
the  coarser  fabrics,  toweling  and  crash.  Most  of  these 
undertakings  have  been  abandoned,  and  in  some  cases 
the  factories  have  turned  to  other  products.  Some  tow 
obtained  from  seed  straw  is  used  for  making  twines. 
Upholsterers'  tow,  refrigerator  insulation,  straw  mats 
and  rugs,  fiber  board  and  paper  have  been  made  from 
it  with  varying  success.  New  and  elaborate  processes 
are  still  being  tried;  yet  the  unquestionable  fact  is  that 
all  attempts  to  produce  the  better  grades  of  long  line 
from  flaxseed  straw  have  failed. 

The  flaxseed  crop,  harvested  easily  and  rapidly,  may 
now  be  sold.  But  in  the  other  culture  the  flax  fib^ 
stalks  or  canes  have  only  been  gathered,  and  prepared 
for  the  next  step  in  fiber  production,  that  of  retting. 
From  the  stalks  the  bast  fibers  must  be  got  out  whole 
and  in  splnnable  condition.  The  fibers  still  possess  their 
natural  oil  and  gum  and  are  bound  together,  and  to  the 
woody  stem,  by  the  plant  substance  known  as  pectose. 
This  must  be  broken  down  by  decomposition  in  order 
to  extract  the  fibers.  From  the  earliest  times,  the  com- 
mon method  has  been  to  subject  the  stalks  to  the  action 
of  water  either  in  pools  or  streams  —  the  surer  and 
quicker  way  —  or  by  exposure  in  the  fields  to  the  dews 
and  rains,  a  somewhat  longer  and  less  certain  means. 
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This  process  is  called  ^^ retting'';  in  plain  language, 
rotting.  The  first  method  is  commonly  called  ^'  water 
retting";  the  second,  "dew  retting."  This  latter 
means  is  used  in  Russia,  in  certain  other  parts  of  Europe, 
and  to  a  very  limited  extent  in  Canada,  in  places  where 
there  are  heavy  dews  and  plentiful  rains.  But  water 
retting  is  still  the  process  by  which  the  best  line  is 
produced. 

After  the  seeds  have  been  removed  the  flax  is  bound 
up  in  sheaves  and  placed  in  pools  or  "  lint-holes,"  made 
by  damming  small  streams  or  by  digging  basins  close  to 
the  banks  of  streams  and  connected  with  them.  The 
usual  lint-hole  is  about  four  feet  in  depth,  eight  or  ten 
feet  in  width  and  of  variable  length.  The  sheaves  are 
carefully  laid  in  by  hand,  not  on  top  of  each  other  and 
haphazard,  but  placed  in  a  slanting  position,  roots 
down,  each  sheave  overlapping  the  one  beneath,  until 
the  area  of  the  pool  is  well  covered.  A  wicker  or  straw 
mat  is  then  placed  on  the  layer,  and  a  few  flat  stones 
put  on  top  to  make  sure  the  immersion  of  all  the 
sheaves.  Flax  is  often  retted  in  a  running  stream.  In 
the  famous  river  Lys  in  Belgium  the  flax  is  sunk  in 
crates  just  below  the  surface  of  the  river. 

The  reasons  for  pulling  the  flax  instead  of  cutting  it 
are  now  clear.  In  addition  to  the  shortening  of  the  fiber 
which  would  occur  if  the  flax  were  cut,  the  lower  ends 
would  draw  the  water  by  capillary  attraction  and  ret 
first.  The  retting  must  progress  evenly  and  uniformly 
throughout  the  stalks.  The  roots  naturally  close  the 
ends  against  soil  and  discoloration  as  well  as  against 
premature  retting.  The  flax  is  handled  with  the  greatest 
care  to  avoid  breaking  or  bruising  the  stems  and  to 
ensure  the  production  of  an  evenly  retted  fiber  or  line  of 
good  color,  length  and  strength.  To  safeguard  all  these 
qualities  the  bundles  are  examined  diligently  as  decom- 
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position  advances.  The  best  of  cultivation  will  produce 
stems  which  vary  somewhat  in  bulk  and  condition.  To 
check  the  fermentation  at  just  the  right  time  so  that 
the  line  retains  its  strength  and  just  enough  gum  and 
oil  to  make  it  suitable  for  spinning,  requires  careful 
and  unusual  attention.  This  operation  takes  about 
two  weeks. 

Much  of  the  finest  Belgian  flax  is  double  retted  in  the 
river  Lys.  The  sheaves  are  placed  in  crates  which  are 
sunk  in  the  river  for  a  short  retting  of  about  a  week.  The 
flax  is  then  removed,  dried  and  stored  for  a  time,  after 
which  another  retting  of  a  few  days  in  the  crates  finishes 
this  more  elaborate  method.  The  double  retting  with 
the  intermediate  curing  is  said  to  bring  out  a  finer  and 
brighter  line.  The  river  Lys  flows  through  the  re- 
nowned Courtrai  flax  district.  There  is  a  strong  beUef 
amounting  to  conviction  among  flax  and  linen  folk  that 
it  has  retting  properties  far  superior  to  any  other  water. 
This  is  probably  a  myth;  the  true  explanation  is  to  be 
found  in  the  inherited  and  acquired  skill  of  the  flax 
workers  and  the  better  methods  of  the  organized  retting 
concerns  in  this  ancient  seat  of  the  linen  industry. 

In  the  more  common  method  of  retting  at  one  steep- 
ing the  time  varies  from  ten  to  fifteen  days,  depending 
upon  the  condition  of  the  flax,  the  chemical  properties  of 
the  water,  and  the  atmospheric  conditions.  During  the 
last  few  days  the  flax  is  frequently  uncovered  and  tested 
thoroly  to  avoid  over-retting.  The  retter,  by  manip- 
ulating a  stem,  can  tell  at  once  whether  the  fibers  will 
come  away  from  the  shove  or  woody  portion  without 
injury.  If  over-retted,  the  flax  is  discolored  and  lacking 
in  strength.  If  under-retted,  the  fibers  cannot  be 
separated  without  injury  and  extracted  whole  in  the 
"  scutching  "  process  which  foUows.  They  will  be  torn 
and  rendered  into  cheap  tow  instead  of  the  valuable 
long  line. 
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The  test  proving  satisfactory,  the  flax  is  then  lifted 
by  hand  from  the  pool,  preferably  by  men  standing  in 
the  hquor,  so  that  the  bundles  may  be  washed  off  and 
handed  out  free  from  contact  with  the  sides  of  the  pool 
or  any  soil.  This  would  be  difficult  with  forks  or  any 
implements,  and  moreover,  the  fiber  would  be  bruised 
and  impaired.  The  liquor  in  the  pool,  a  solution  of 
decomposed  vegetable  matter,  is  a  valuable  fertilizer 
and  is  usually  retiuned  to  the  fields.  Stringent  laws 
prohibit  the  pollution  of  the  streams  by  turning  it  into 
them.  An  extremely  offensive  odor  and  some  very 
unwholesome  fumes  arise  from  the  masses  of  putre- 
faction during  the  retting  and  subsequent  grassmg  of 
the  flax.  After  having  drained  awhile,  the  bundles  are 
taken,  generally  by  women  and  children,  to  grass  lands 
and  spread  out  for  airing  and  bleaching.  This  grassing 
takes  about  a  week  during  which  the  flax  is  frequently 
turned.  The  fibers  are  bleached  and  cured  by  the  grass- 
ing so  that  they  are  ready  for  separation.  When  the 
woody  part  has  become  brittle,  the  flax  is  gathered, 
bundled  and  stacked  for  a  few  days,  either  in  the  fields 
or  under  cover,  until  it  is  thoroly  dry  and  ready  for 
the  next  process  of  '^  scutching.'' 

Where  the  climate  gives  plentiful  rains  and  dews,  the 
extremely  unpleasant  features  of  water  retting  may  be 
partially  avoided  by  dew  retting.  This  method  is  long 
and  tedious.  As  it  depends  on  the  weather,  it  requires 
much  labor  and  attention  and  double  the  time  necessary 
for  water  steeping.  The  decomposed  plants  have  to  be 
actually  taken  in  the  hands  in  much  the  same  way  and 
for  the  same  reasons  as  in  water  retting,  but  the  decay- 
ing vegetable  matter  is  spread  out  in  the  open  and  the 
offensive  odors  are  dissipated.  The  dew  retting  having 
reached  the  right  stage,  the  flax  is  usually  taken  under 
cover,  to  properly  dry  and  cure  the  fiber  for  scutching. 
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The  line  obtained  in  this  way  is  unevenly  retted  and 
dark  colored.  It  is  inclined  to  heat  if  not  properly 
stored,  because  of  the  large  amount  of  oil  left  in  the 
fiber.  For  this  reason  it  is  pliant  and  well  adapted  to 
spinning  after  proper  preparation. 

The  next  step,  completing  the  extraction  of  the  fiber, 
is  the  process  of  '^  scutching,"  which  separates  the  fibers 
from  the  woody  part  of  the  stalk,  and  from  each  other. 
The  plant  substances  have  been  decomposed,  the  stalk 
with  its  bast  fibers  is  dried,  and  the  inner  wood  is  very 
brittle.  The  simplest  way  to  break  up  the  wood  and 
free  the  fibers  is  to  grasp  a  handful  of  the  flax,  twist  it, 
and  strike  the  stems  gently  with  the  open  hand.  This 
is  precisely  what  was  done  at  first.  Then  a  wooden 
paddle,  called  a  "  scutching  sword  "  was  used,  and  much 
scutching  is  still  done  with  this  simple  instrument. 
Scutching  wheels  provided  with  paddles  or  blades,  and 
run  by  foot  or  other  power,  are  now  in  use.  Even  with 
the  wheels  much  hand  labor  and  skill  are  required,  and 
scutching  is  far  from  a  machine  operation.  Still,  this  is 
the  only  process  in  the  production  of  true  long  line  in 
which  there  is  any  application  of  machinery,  however 
slight.  Before  the  flax  is  taken  to  the  scutching  wheel 
it  is  passed  through  the  fluted  rolls  of  a  rolling  and 
breaking  machine  which  presses  open  the  stems  and 
breaks  up  the  wood  or  shove. 

In  the  usual  form  the  wheel  has  a  nmnber  of  project- 
ing blades  set  like  those  in  a  revolving  fan.  The  axis  is 
horizontal  and  the  blades  revolve  in  a  vertical  plane, 
when  propelled  by  a  crank  and  treadle  or  a  pulley  and 
belt.  A  slotted  board  or  rest  for  the  flax  called  the 
''stock"  stands  close  to  the  wheel.  The  scutcher 
grasps  a  bunch  of  the  broken  flax  stalks  at  the  middle 
and  thrusts  one  end  through  the  stock  so  that  the  flax 
will  be  stroked  by  the  revolving  blades,  just  hard  enough 
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and  long  enough  to  remove  the  wood  and  short  fibers, 
and  thus  make  the  Ime  free  and  fine.  He  then  changes 
ends  and  completes  the  scutching  of  the  tress.  If  the 
flax  has  been  retted  properly,  and  if  the  scutcher  has  the 
required  skill  of  hand  and  eye,  the  result  is  a  yield  of 
good  line  amounting  to  about  two-thirds  of  the  origmal 
fiber.  The  residue,  the  short  and  broken  fiber  which 
has  been  struck  off  with  the  wood,  is  tow.  This  is 
gathered  and  saved  for  making  coarse  yams  and  twines. 
If  the  flax  has  been  over-retted  and  weakened,  or  if 
under-retted  so  that  the  fibers  do  not  readily  separate, 
scutching  will  make  tow  of  nearly  all  of  it.  A  lack  of 
skill  and  judgment  in  handing  the  best  of  flax  to  the 
scutching  wheel  will  reduce  it  to  mere  tow.  It  will  be 
seen  that  even  with  the  wheel,  scutching  remains  essen- 
tially a  hand  process.  Moreover,  it  is,  of  necessity,  a 
dirty,  dusty,  disagreeable  operation.  In  addition  to  the 
particles  of  wood  and  fiber,  there  is  decomposed  vege- 
table matter  and  other  soil  in  the  air.  Where  many 
wheels  are  gathered  together  in  scutching  mills,  such  as 
are  foimd  in  flax  districts,  the  laws  require  ventilating 
S}rstems.  These  are  ineffectual,  because  if  there  were 
draft  enough  to  take  off  all  the  dirt,  much  line  and  tow 
would  be  taken  away  too. 

AU  the  operations  for  growing  flax  fiber  and  getting 
out  the  dressed  flax  or  line  have  now  been  described,  and 
the  grower  can  at  last  exchange  his  product  in  the 
market.  The  farmer  who  raises  flax  fiber,  tmlike  the 
producer  of  flaxseed,  grain  or  other  crops,  cannot  mar- 
ket his  product  until  he  has  put  it  through  processes 
requiring  much  additional  labor  and  time,  extending  far 
beyond  the  ordinary  season  of  harvesting.  CJontrast 
the  long,  tedious,  messy  methods  employed  in  growing 
and  extracting  the  fiber  of  flax,  with  the  simple  and 
ready  production  of  its  great  rival,  cotton.  This  staple 
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is  the  pappus  of  the  cotton  seed  and  matures  with  it. 
The  plants  are  grown  by  machine  farming  methods 
and  the  staple  is  developed  by  nature  to  the  spinning 
stage.  After  cotton  is  picked  it  has  only  to  be  ginned, 
a  very  simple  machine  process  since  Whitney's  inven- 
tion; thus  it  is  quickly  and  easily  separated  from  the 
seed  and  made  ready  for  the  spinner.  The  cotton  seed, 
once  considered  worthless,  is  now  a  very  valuable  joint 
product. 

Some  of  the  attempts  to  apply  machinery  and  other 
economies  to  flax  fiber  production  have  attracted  the 
attention  of  considerable  groups  of  producers,  tho  none 
have  displaced  the  older  methods.  The  familiar  farm 
machines  have  been  tried  experimentally  here  and  in 
Canada  for  preparing  the  seed  bed.  The  seed  for  fiber 
must  be  thickly  sown  and  is  scattered  broadcast  from 
the  hand  in  the  old  countries,  tho  the  hand-driven  fan 
sower  is  sometimes  used.  In  Canada  horse-drawn 
broadcast  seeders  are  occasionally  used.  Some  growers 
use  an  ordinary  drill  adapted  to  broadcast  seeding  by 
feeding  from  the  hopper  through  the  spouts  onto  a  wide 
slanting  board  hung  just  under  them.  The  seeds 
deposited  at  intervals  along  this  spreading  board  are 
jarred  off  by  the  motion  of  the  machine  as  it  is  drawn 
over  the  field.  The  mechanical  seeder  is  a  great  time 
saver  and  will  sow  ten  acres  while  one  acre  is  sown  by 
hand.  But  the  result  of  mechanical  sowing  for  fiber  is 
at  best  a  spotted  uneven  stand  of  flax,  far  from  the 
crop  obtained  by  the  gardening  method,  with  its  thoro 
and  even  hand  sowing.  No  machine  could  be  made  for 
weeding  or  cultivating  the  thick  gras&-like  stand  of 
fiber  flax. 

To  do  away  with  the  slow,  back-breaking  task  of 
pulling  flax  many  minds  have  schemed  and  worked,  but 
so  far  without  producing  a  successful  pulling  machine. 
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Most  of  the  devices  are  attached  to  a  reaper  in  place  of 
the  usual  mowing  or  reapmg  mechanism.  In  one  form 
there  is  a  succession  of  finger-like  projections,  close  to 
the  groimd,  simflar  to  those  on  the  cutter  bar  of  an 
ordinary  reaper.  As  the  machine  is  drawn  against  the 
flax,  the  fingers  guide  the  stalks  into  the  grip  of  rubber 
belts,  running  in  opposed  pairs  on  pulleys  mounted 
vertically  on  an  inclined  platform.  These  belts  grip 
and  lift  the  stalks  from  the  soil  and  pass  them  over  an 
apron  to  the  ground  for  curing.  Much  power  is  re- 
quired to  propel  the  weight  of  this  machine  with  its 
collection  of  gears,  pulleys,  idlers,  and  belts,  taxed  with 
wresting  the  strong  roots  of  the  plants  from  the  soil. 
The  weeds  are  pulled  with  the  flax  and  must  be  sepa- 
rated from  it;  the  dirt  must  be  shaken  from  the  roots, 
and  the  stems  must  be  sorted  for  length.  All  these 
tasks  are  still  left  for  the  hands.  The  ground  should  be 
rolled  smooth  in  any  case  to  ensure  the  production  of 
long  even  line;  but  when  a  pulling  machine  is  to  be 
used,  the  field  must  be  made  as  smooth  as  a  putting 
green.  So  far,  this  quest  is  much  like  that  for  a  machine 
cotton  picker. 

The  retting  process  has  probably  attracted  as  many 
and  as  brilliant  minds  as  any  of  the  textile  processes. 
Much  might  be  written  of  the  attempts  to  bridge  the 
slough  of  retting.  A  century  ago  the  Lee  process 
promised  a  revolution  in  the  methods  of  fiber  prepara- 
tion. The  English  Government  gave  special  and 
unusual  protection  to  the  Lee  patents,  which  covered 
elaborate  machinery  designed  to  do  away  with  the 
long  and  objectionable  methods  of  rippling  and  scutch- 
ing as  well  as  retting.  The  stalks  were  put  through 
a  threshing  machine,  then  through  fluted  rollers  to 
break  apart  the  wood  and  the  fiber.  The  fibers  were 
afterwards  cleaned  and  bleached  by  means  partly 
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chemical,  partly  mechanical.  Tho  the  Irish  linen 
Board  and  large  producers  in  Scotland  gave  much  time 
and  money  to  complete  and  thoro  trials  of  the  scheme 
it  failed  to  produce  strong  spinnable  line. 

Among  the  earlier  modifications  of  the  old  time 
retting  methods  the  invention  of  Schenck,  an  American^ 
appears  to  be  the  only  one  used  today.  He  patented  in 
England  in  1846  the  first  indoor  or  factory  retting 
system.  Vats  containing  heated  water  maintained  at  a 
temperature  of  about  eighty  degrees  caused  the  retting 
to  progress  faster  and  without  the  interruptions  incident 
to  natural  means.  Schenck's  process  effected  a  great 
saving  in  time  but  never  came  into  general  use  because 
of  increased  cost.  The  salient  feature  of  his  method,  a 
temperature  favorable  to  the  rapid  growth  of  the 
bacteria  of  retting,  is  found  in  certain  present  day 
processes.  A  later  scheme  to  ret  flax  in  steam  was 
abandoned  after  many  years  of  experimenting.  High 
temperatures  greatly  hasten  the  extraction  of  fiber  but 
make  it  brittle  and  unspinnable.  Various  chemicals 
and  common  substances  like  milk  and  oil  have  been 
used  to  quicken  or  improve  the  natural  method  but 
without  success.  Recently  a  French  process  has  at- 
tracted the  attention  of  prominent  spinners.  Briefly, 
it  embodies  the  essential  principles  of  Schenck's  method, 
with  frequent  movement  of  the  flax  and  changing  of  the 
water,  simulating  the  retting  in  the  river  Lys  and  other 
running  water.  So  far,  it  has  not  furnished  any  con- 
siderable addition  to  the  supply  of  the  best  line. 

A  fiber  factory  was  built  several  years  ago  in  Ontario 
designed  to  produce  line  on  a  large  scale  by  machine 
processes.  A  similar  plant  was  established  in  the  heart 
of  the  Montana  flaxseed  district.  Electric  cranes  and 
machines  as  well  as  many  novel  devices  were  assembled 
with  great  outlay.    The  flax  is  de-seeded,  not  threshed; 
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the  stalks  are  baled  instead  of  being  made  into  sheaves. 
Large  concrete  vats  holding  many  tons  of  flax  are  filled 
with  heated  water  under  pressure,  and  charged  with 
retting  bacteria.  After  two  dajrs  the  flax  is  said  to  be 
thoroly  retted.  With  heat  and  an  exhaust  fan  the  bales 
are  dried  in  a  few  hours,  and  the  fibers  are  then 
ready  for  extraction.  They  are  got  out  by  breaking 
and  tumbling  the  flax  in  an  automatic  machine.  The 
product  is  tow  suitable  for  twines  and  the  coarser 
fabrics.  It  has  long  been  held  that  these  short  cuts 
through  retting  left  too  much  pectose  for  a  complete 
separation  of  the  fibers,  and  that  quick  drying  with 
heat  made  them  harsh,  brittle  and  unsuitable  for  line. 
The  engineers  of  this  factory  retting  system  claim  to 
have  an  entirely  new  type  of  scutching  machine  under 
construction  which  will  produce  true  long  line. 

In  scutching,  as  in  the  other  flax  operations,  great 
efforts  have  been  made  to  develop  automatic  machinery. 
The  type  of  wheel  described  before  in  connection  with 
the  scutching  process,  appears  to  be  the  only  successful 
implement  for  the  purpose  at  the  present  time.  This  is 
not  a  machine,  but  simply  a  power-driven  tool,  and 
requires  the  skilled  hand.  All  straight  machine  scutch- 
ing has  so  far  failed,  because  the  cleaning,  separating 
and  fining  of  line  is  not  a  simple  extractive  process. 
The  scutcher  must  actually  see  and  handle  the  flax,  in 
order  to  submit  it  to  the  scutching  action  just  enough 
to  remove  the  boon  or  shove  and  to  separate  the  tenuous 
fibers  of  the  line.  A  lack  of  judgment  or  deftness, 
carrying  the  scutching  action  too  far,  will  reduce  the 
best  fiber  to  mere  tow. 

Reduction  processes  in  general  are  not  complex,  and 
machinery  can  be  applied  without  great  difficulty  to  the 
extraction  of  an  element.  The  chemical  and  mechani- 
cal means  to  reduce  flax  to  the  elementary  cells  of  the 
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plant  constitute  a  comparatively  simple  machine  proc- 
ess. But  the  result  is  a  conglomerate  of  fibrous  matter, 
worthless  for  spinning  and  suitable  for  upholstery  or 
mattress  filling  only.^  The  extraction  of  the  hair-like 
fiber  of  flax,  composed  of  the  bast  cells  of  the  plant, 
overlapped  and  joined  together,  is  a  totally  different 
and  more  delicate  operation.  To  adjust  and  arrest  the 
processes  of  retting  and  scutching  appropriately,  to 
separate  the  fibers,  and  at  the  same  time  to  preserve  the 
union  of  the  cells  of  which  they  are  formed  —  these  are 
tasks  calling  for  individual  attention  and  for  control 
modified  to  suit  varying  conditions.  It  is  the  precise 
measure  of  the  action  in  both  processes  which  deter- 
mines the  character  and  proportions  of  the  complemen- 
tary products  —  line  and  tow.  While  this  handicraft 
requires  no  high  degree  of  intelligence,  it  is  one  whose 
better  craftsmen  seem  to  possess  some  special  aptitude* 
In  fact  all  the  way  from  planting  to  weaving  the  produc- 
tion of  fine  linen  approaches  a  specialized  art.  In  pro- 
ducing line  the  successive  processes  are  usually  carried 
through  by  the  peasant  farmer  who  raises  the  flax.  Tho 
there  are  a  number  of  retting  concerns  in  the  Courtrai 
district,  and  scutch  mills  are  frequently  found  in  flax 
districts,  the  production  of  dressed  flax  remains  largely 
the  handiwork  of  the  European  peasantry. 

There  is  thus  a  striking  contrast  between  the  produc- 
tion of  linen  fiber  and  linseed.  The  old  world  product, 
flax  fiber,  is  gained  through  intensive  cultivation  fol- 
lowed by  the  prolonged  application  of  hand  labor  under 
conditions  far  from  attractive.  The  new  world  product, 
flaxseed,  is  extensively  cultivated  and  quickly  harvested 
with  highly  developed  machinery.    In  the  old  countries 

1  "CottoniBed"  flax  wm  introduced  before  the  dose  of  the  eighteemth  oemtiuy, 
when  the  fint  power  spinning  frames  turned  off  ootton  suooenf uUy  but  failed  to  produce 
yams  from  the  longer  and  leaa  ebuitao  flax  fiber.  The  scheme  was  revived  about  the 
middle  of  the  last  century  and  received  much  encouragement  in  England  and  New 
England  during  the  shortage  of  cotton  caused  by  the  Civil  War. 
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we  find  the  slow  toiling  handicraft  bringing  forth  the 
fine,  flax  fiber  for  dainty  linens;  in  the  new,  the  rapid- 
fire  machine  production  of  grain  in  bulk  for  the  linseed 
oil  industries. 

In  the  production  of  flaxseed  every  modem  farming 
implement  and  machine  is  used.  Tandem  plows,  har- 
rows, and  roUers,  often  drawn  by  tractors,  prepare  the 
soil.  Seeding  is  done  with  a  mechanical  drill  foUowed 
by  a  plank  drag  or  a  roUer.  Some  growers  draw  this 
whole  train  of  machines  with  a  tractor,  and  thus  plow, 
harrow  and  pack  the  soil,  drill  and  cover  the  seed  in  one 
operation.  In  harvesting,  the  combined  reaper  and 
binder  is  most  used.  The  binder  is  sometimes  thrown 
off  and  the  flax  allowed  to  pass  over  the  apron  and  fall 
to  the  ground.  This  is  poor  practice,  because  of  the 
increased  cost  of  raking  and  stacking  the  flax  and  the 
danger  of  mold  if  it  is  allowed  to  dry  on  the  ground. 
Frequently  a  bunching  attachment  is  put  in  place  of  the 
binder.  A  wagon  then  follows,  the  bunches  are  taken 
up  and  stacked  for  threshing.  The  header  is  common, 
and  when  used  with  a  buncher  attachment  drops  the 
flax  as  fast  as  cut  into  a  wagon  drawn  alongside.  When 
loaded,  this  wagon  takes  the  flax  to  the  stack  and 
another  wagpn  swings  into  place.  Forty  acres  a  day 
may  be  harvested  by  these  means.  A  combined  header 
and  thresher,  propeUed  by  a  traction  engine,  has  been 
used  in  some  sections  where  the  bolls  can  be  dried  on  the 
straw  without  loss  of  seed.  Green  or  damp  flax  is  hard 
to  thresh.  The  usual  method  is  to  stack  the  flax  for 
curing.  It  is  then  put  through  the  power  threshing 
machine,  and  the  flaxseed,  separated  from  the  straw,  is 
ready  for  the  market. 

The  flaxseed  crop  is  the  most  conspicuous  example 
today  of  extensive  cultivation.  Many  growers  here  and 
in  Argentina  plant  three  or  four  himdred  acres.    Tho 
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twenty-five  bushels  to  the  acre  is  the  possible  yield,  the 
average  is  not  far  from  ten  bushels.  With  intensive 
cultivation  more  could  be  produced.  But  the  crop  is  an 
alluring  one  to  the  frontier  farmer;  flaxseed  is  the  only 
grain  which  can  be  grown  to  full  yield  the  first  season 
on  land  ploughed  and  planted  in  the  spring.  Many 
farming  lands  have  been  paid  for  with  the  flaxseed  crop 
obtained  from  the  first  breaking  of  the  soil.  Some  com 
might  be  grown  the  first  season,  tho  with  a  much  smaller 
retiun.  For  a  good  wheat  crop  the  pioneer  farmer  must 
wait  until  the  second  season,  but  flaxseed  brings  an 
immediate  and  profitable  yield.  It  has  often  been 
planted  several  years  in  succession,  but  such  cropping 
results  in  failure.  A  rotation  with  other  crops,  varied 
to  suit  the  soil  and  climate,  is  needed  to  ensure  good 
retmns.  It  has  been  demonstrated  that  flax  exhausts 
the  soil  no  more  than  wheat  or  the  other  grain  crops.  In 
fact  some  growers  claim  that  wheat  will  yield  more  after 
flax  than  flax  after  wheat.  Rotation  with  other  crops 
is  in  any  case  necessary,  otherwise  the  land  becomes 
*'  flax  sick,"  in  the  farmers'  language.  The  plants  wilt 
and  die  if  flax  is  planted  too  often.  Professor  H.  L. 
Bolley  of  the  North  Dakota  Agricultural  College  says 
it  is  not  the  land  that  becomes  diseased,  but  the 
seed.  He  has  shown  the  presence  in  the  soil  of  micro- 
organisms from  diseased  flax  which  attack  the  seed  and 
cause  ''flax  wilt."  The  prime  cause  (fusariiun  lini 
Bolley),  has  been  named  after  its  discoverer.  These 
fungi  are  found  in  soil  possessing  aU  the  chemical 
elements  of  plant  life.  They  are  transmitted  in  the 
seeds,  straw  and  chaff  of  diseased  flax.  The  preventive 
measures  are  clean  culture;  then  plump  healthy  seeds 
only  should  be  selected  and  sprayed  with  formaldehyde. 
The  careful  cultivation  and  selection  of  seeds,  together 
with  pulling  up  and  decomposing  the  plants  at  some 
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distance  from  the  tillage,  have  prevented  the  spread  of 
plant  disease  in  the  European  fiber  districts.  Flax  wilt 
has  been  the  chief  cause  of  the  striking  migrations  of 
flaxseed  —  its  wanderings  from  one  new  region  to 
another. 

The  bulk  of  the  flaxseed  crop  has  been  produced  by 
the  frontier  farmer.  He  had  the  advantage  of  a  better 
yield  on  newly  broken  land,  and  could  produce  the  crop 
successfully  for  a  considerable  period,  tho  in  time  the 
land  would  become  '^  flax  sick.''  As  the  crop  has  been 
handled,  after  a  few  failures  the  standard  grain  crops 
tend  to  displace  flaxseed  and  drive  it  on  to  another 
frontier.  Now  that  science  has  found  the  cause  of  its 
wanderings,  flaxseed  may  settle  down  so  that  a  thor- 
oly  scientific  culture  may  be  developed.  There  is 
nothing  in  the  economic  conditions  which  would  prevent 
continuing  production  in  the  same  regions,  as  in  the  case 
of  wheat,  com,  and  the  standard  crops.  Like  them  it 
will  always  be  produced  most  effectively  on  a  large 
scale  on  the  great  outljdng  tracts. 

A  brief  sketch  of  its  wanderings  in  the  United  States 
will  prove  interesting,  as  it  is  this  phase  of  extensive 
flaxseed  culture  which  accentuates  the  contrast  with  the 
staid  and  intensive  culture  of  flax  fiber.^  In  colonial 
times  flax  fiber  was  an  important  product  on  the 
Atlantic  Coast,  and  the  seed  for  oil  was  a  by-product. 
In  the  early  days  of  the  last  century  the  expansion  of 
the  country  and  of  building,  with  newly-discovered  uses 
for  linseed  oil,  had  brought  about  a  great  increase  in  the 
demand  for  flaxseed.  On  the  other  hand,  the  rise  of 
cotton  and  the  decline  of  linen  had  caused  such  a 
diminution  in  supply  that  it  became  necessary  to  seek 
new  sources.    It  is  impossible  to  fix  the  exact  date,  but 

>  The  movement  of  the  flaweed  crop  uxom  cm  country,  with  the  pioii«r  fanaar,  ii 
clearly  shown  in  Table  No.  I  in  the  appendix. 
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early  in  the  nineteenth  century  a  new  culture  was  tried 
on  the  new  lands  of  western  Pennsylvania  and  New 
York.  Flax  ^as  planted  for  the  seed  alone  and  proved 
a  successful  crop  for  a  time.  From  the  records  of  old 
linseed  crushing  mills,  and  the  data  of  our  Department 
of  Agriculture,  the  course  of  the  flaxseed  crop  can  be 
traced  through  the  West  as  the  land  was  opened  to  the 
settlers.  From  Pennsylvania  the  crop  spread  into  Ohio, 
then  into  Indiana  and  Illinois.  Cincinnati  was  the 
center  and  the  market  for  flaxseed  in  1850,  the  first  year 
giving  any  accurate  records.  The  crop  then  declined  in 
the  older  states,  Pennsylvania  and  New  York,  and 
advanced  into  Missouri;  a  little  later,  into  Iowa  and 
Wisconsin.  In  1870  Chicago  was  the  center.  In  the 
next  ten  years  flaxseed  spread  into  Kansas,  Nebraska, 
and  Minnesota,  and  Minneapolis  became  the  market. 
In  1890  it  was  weU  advanced  in  the  Dakotas,  and  that 
year  saw  the  retirement  of  almost  all  the  states  produc- 
ing flaxseed  east  of  the  Mississippi.  The  immense  tracts 
of  the  Dakotas  and  Minnesota  sufficed  for  a  period,  but 
about  1900  the  crop  moved  into  Montana,  where  it  is 
now  held  up  in  its  march  by  the  mountains.  The  great 
bulk  of  flaxseed  has  long  been  produced  in  the  north- 
western states,  tho  there  has  been  a  smaller  but  similar 
movement  to  the  Southwest,  and  some  seed  is  produced 
in  the  far  west.  Duluth,  at  the  head  of  the  Great  Lakes, 
is  now  the  chief  market.  The  lands  of  the  prairie 
provinces  of  Canada  are  producing  much  flaxseed  and 
Winnipeg  is  also  an  important  market.  Practically  all 
the  new  land  has  now  been  cropped  and  flaxseed  pro- 
duction seems  to  be  on  the  decline  in  the  states.  Unless 
scientific  methods  are  adopted  our  flaxseed  production 
will  gradually  diminish.  In  the  meantime,  a  newer 
country,  Argentina,  has  entered  her  fields  and  has  out- 
stripped us.    So  far  as  can  be  judged  from  incomplete 
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crop  reports,  there  is  in  that  country  a  tendency  similar 
to  the  movement  in  our  own.  As  long  as  there  are  new 
lands  in  the  world,  flaxseed  may  keep  on  wandering, 
tho  the  scientific  development  of  the  cultiure  promises  a 
great  change  and  the  possible  standardization  of  the 
crop. 

No  fiber  cultiu^  of  any  consequence  has  ever  been 
developed  in  this  country,  in  spite  of  colonial  and  state 
bounties  in  the  early  days,  many  private  promotions 
since,  and  continued  aid  from  the  federal  government. 
The  Department  of  Agriculture  has  maintained  for 
years  a  bureau  for  plant  fiber  investigation.  A  chief 
object  has  been  the  encouragement  of  flax  fiber  cul- 
ture, and  much  time,  energy  (and  flaxseed  also,  in  the 
form  of  printing  ink),  have  been  expended  in  vain 
attempts  to  foster  even  an  infant  linen  industry.  Tho 
many  immigrants  have  come  from  the  flax  districts  of 
Europe,  they  cannot  be  induced  to  continue  in  flax 
fiber  production  after  settling  here  and  finding  more 
attractive  and  profitable  employment  open  to  them. 
Projects  to  develop  the  industry  are  still  on  foot. 
Probably  the  most  recent  is  the  attempt  of  the  state  of 
Oregon  to  introduce  fiber  production  in  the  Willamette 
Valley.  The  Dominion  of  Canada  has  given  govern- 
ment aid  to  the  establishment  of  fiber  culture.  The 
early  settlers  in  the  Lower  Provinces  of  Canada,  like 
those  in  the  New  England  colonies,  produced  flax  for 
home  consumption.  The  industry  declined  there  as 
here.  Later  attempts  to  restore  it,  undertaken  in 
Ontario  with  substantial  backing  and  continued  with 
energy  down  to  the  present  time,  have  resulted  in  the 
sporadic  production  of  small  quantities  of  inferior  line. 

It  is  apparent  that  the  countries  having  new  lands, 
and  a  supply  of  labor  accustomed  to  handle  farming 
machinery,  have  an  advantage  in  flaxseed  farming.    It 
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would  not  be  impossible  to  produce  flax  fiber  in  these 
countries,  but  their  labor  would  be  applied  less  effec- 
tively to  the  fiber  than  to  the  grain.  Small  farming  or 
gardening,  on  the  other  hand,  is  still  the  preferred  pur- 
suit of  a  large  part  of  the  population  of  Europe.  On  the 
Continent  and  in  Ireland  are  an  inmiense  nmnber  of 
peasant  proprietors  or  small  tenants.  Here  is  a  great 
group  of  producers  having  inclination,  aptitude  and  the 
social  conditions  for  such  undertakings  as  the  growing 
of  flax  fiber.  The  fiber  is  usually  grown,  retted  and 
scutched  on  the  farmer's  premises  and  by  his  family, 
with  a  ready  supply  of  supplementary  labor  in  the 
neighborhood.  Money  wages  in  France  and  Belgiimi 
for  such  work  are  2  fr.  50  or  3  fr.  per  day.  In  Russia 
and  Ireland  money  wages  are  less.  An  old  Irishman 
once  said  when  discussing  the  extremely  disagreeable 
and  unhealthy  features  of  retting:  ''  there  are  people  all 
over  my  country  who  are  willing  to  do  anjrthing  for  a 
livelihood."  A  Uvelihood,  the  means  of  existence,  the 
"  subsistence  "  of  the  older  economists  —  this  sort  of 
life  has  played  no  part  in  the  agriculttu^  of  the  United 
States. 

No  doubt  the  European  producer  of  fiber  has  some 
advantage  in  climate.  The  cool,  equable  temperature, 
and  the  moist,  cloudy  atmosphere  of  Ireland  and  the 
lowlands  of  northern  Europe,  are  favorable  to  the 
growing  of  fiber.  The  sudden  changes  of  our  climate, 
from  wet  to  dry  and  from  hot  to  cold,  check  the  growth 
of  the  plant  stems  and  thicken  the  bast  cells.  Even 
where  there  are  no  droughts,  the  sunny  atmosphere, 
the  extreme  heat  of  our  summers,  and  the  high  winds, 
are  unfavorable  to  the  growing  of  prime  flax  fiber. 
True,  there  are  localities  in  our  country  which  come 
nearer  the  required  conditions,  such  as  Michigan  and 
Wisconsin  on  the  lakes,  and  the  coast  districts  of  Qre- 


Digitized  by  VjOOQIC 


FLAX:  THB  FIBBB  AND  SBBD  525 

gon  and  Washington.  In  Canada  two  regions  also  are 
more  suitable  than  other  parts  of  the  Dominion  —  the 
lowlands  of  western  Ontario  and  the  shore  of  British 
Columbia.  Even  Alaska  has  grown  experimentally 
some  very  good  fiber.  But  what  matter  the  relative 
natural  advantages?  Apart  from  these  advantages, 
the  older  countries  because  of  labor  standards,  agricul- 
tiu*al  surroundings  and  acquired  skill,  will  be  able  to 
apply  their  labor  more  effectively  to  fiber  production. 
The  newer  countries  with  large  tracts  of  land,  efficient 
farm  machines  and  skilled  operators,  will  enjoy  a  sub- 
stantial advantage  in  the  production  of  flaxseed.  If  a 
scientific  culture  disposes  of  the  wilt  and  develops  the 
flaxseed  crop,  it  will  possibly  settle  down  for  long 
periods;  in  any  case,  it  will  always  be  conducted  on  the 
outlying  lands  on  a  large  scale  with  machinery. 

The  two  products,  flax  fiber  and  flaxseed,  cannot  be 
produced  in  the  better  grades  from  a  single  cultivation 
by  any  methods  now  known,  because  of  the  differences 
in  the  development  of  the  plants  which  produce  fine 
long  line,  and  those  yielding  the  rich,  full  seed.  And 
even  if  these  differences  be  modified  or  overcome,  a 
vital  element  is  still  lacking.  The  oil  —  fundamental  to 
both  products  —  cannot  be  possessed  in  the  required 
measure  by  both  the  seed  and  the  fiber  of  the  same  plant 
at  the  same  time.  If  the  flax  is  allowed  to  grow  until 
the  seeds  are  fully  formed  and  ripened,  the  stems  are 
lifeless  and  brittle;  the  fiber  has  lost  the  oil  and  gum 
required  for  making  prime  long  line.  If  the  flax  is 
pulled  at  the  proper  stage  for  making  line,  the  seeds  can 
be  cured  only  by  protracted  handling  and  will  not  con- 
tain enough  oil  to  return  the  expenses  of  production 
save  in  those  countries  having  a  supply  of  very  cheap 
labor.  One  end  defeats  the  other.  To  paraphrase  an 
old  adage  —  you  cannot  spin  your  flax  and  crush  it  too. 
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Until  machinery  can  be  effectively  applied  to  the 
several  operations  in  growing  and  extracting  flax  fiber 
—  an  improbable  contingency  —  the  characteristic 
direction  of  labor  in  the  two  branches  of  flax  cul- 
ture, and  the  sources  of  supply  for  fiber  and  seed, 
will  remain  unchanged.  The  differences  between  the 
two  serve  as  an  example  of  the  way  in  which  the  prin- 
ciple of  comparative  advantage  acts  in  production. 
Flax  fiber  or  flaxseed  can  be  produced  in  ahnost  every 
country;  but  each  will  be  produced,  if  let  alone  by 
governments,  in  those  countries  able  to  apply  their 
labor  most  effectively  to  each.  The  production  of 
either  will  be  determined  by  comparative  advantage; 
by  the  relative  measure  of  the  return  when  labor  is 
appUed  to  it.  Flaxseed  is  produced  most  effectively 
under  one  set  of  conditions,  and  flax  fiber  under  another. 
A  climate  suitable  for  either  cultiu^  is  found  in  many 
parts,  and  soil  which  will  bear  the  flax  plant  is  found  all 
over  the  world.  But  soil  and  climate  on  the  one  hand, 
social  conditions  and  skill  of  the  required  degree  on  the 
other,  concur  for  fiber  culture  in  certain  regions  only. 
These  have  a  comparative  advantage  in  fiber  produc- 
tion. Labor  applied  to  fiber  is  in  them  more  effective 
than  when  applied  to  seed.  Flaxseed  can  be  produced 
in  all  of  the  fiber  countries  and  is  produced  in  some. 
Nevertheless,  the  countries  with  new  and  extensive 
lands  have  a  clear  advantage  in  flaxseed  production;  in 
addition,  efficient  farm  machines  and  the  mechanical 
skill  to  operate  them  combine  to  make  their  labor  far 
more  productive  in  flaxseed  farming  than  in  fiber 
cultiu^. 

Flax  fiber  can  indeed  be  produced  in  the  United  States 
and  the  other  machine  farming  countries,  if  labor  be 
forced  into  this  slow,  plodding  employment.  But 
workers  with   mechanical  inclination,   the   spirit   of 
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enterprise,  and  plenty  of  land,  will  not  take  up  this 
handicraft  —  such  it  is  and  is  likely  to  remain  —  while 
they  can  find  congenial  and  profitable  employment  in 
flaxseed  farming  under  agricultural  methods  fitted  to 
American  standards.  America  has  abundant  land,  and 
is  trained  and  equipped  for  branches  of  production  in 
which  machinery  can  be  used  with  greatest  effect.  Tho 
much  may  be  accomplished  in  the  future  through  in- 
vention and  scientific  development  in  the  two  fields  of 
flax,  the  production  of  fiber  and  seed,  if  left  free,  will  be 
regulated  and  determined  by  the  proportional  effective- 
ness of  labor  in  the  new  countries  and  the  old. 


APPENDIX 

TABLE  I 

Pboduchon  or  Flaxsbed  bt  States,  Cbnsub  Yeabs 
1850-1910  AND  1016 
BuahdB  (000  omitted)  i 


Statm 

I860 

1800 

1870 

1880 

1800 

1000 

1910 

1015 

Pcnn 

42 

58 

24 

16 

6 
72 

4 
21 

1 

N.Y 

67 

93 

Ohio 

180 
37 

242 
110 

632 
402 

693 

146 

18 

30 
1 

6 

Ind 

1419 

Bl 

11 

0 

280 

1812 

36 

4 

1 

Wis. 

1 
2 

4 
6 

112 

89 

647 
1611 

68 

141 
1413 

119 
141 

94 

Iowa 

2282 

162 

Neb 

19 

78 
99 

1401 
2722 

66 

21 
1  3277 

77 

Minn 

6895 

3160 

8.  Dak.  . . 

27 

1801 

2462 

4760 

1660 

N.Dak... 

164 

7767 

10246 

6634 

Mont 

1 

447 

1890 

>  Compiled  by  the  writer  from  figures  furnished  by  the  Department  of  Asrioulture. 
The  step  Bne  indicates  the  deoline  of  flaxseed  from  the  peak  of  production  in  the  several 
states,  and  the  mcrrement  of  the  erop  aoross  the  country  with  the  frontier  farmer.  As 
evidence  of  the  positive  character  of  this  movement,  about  00  per  cent  of  the  total  prcH 
duction  in  these  states  up  to  the  census  of  1010  will  be  found  below  the  line.  The  erop 
of  the  southwestern  states,  not  here  shown,  is  small,  and  shows  a  similar  tendency. 
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TABLE  II 

Flazhubd  Agbxagb  and  PRODUcnoN  IN  Untebd  Statu, 
1849-1015  ^ 

(000  omitted) 

Year             Aeres  Baahate 

1849 562 

1850 667 

1860 1,730 

1870 7,170 

1880 1,310  10,250 

1809 2,111  10,070 

1002 3,740  20,285 

1003 3,233  27,301 

1004 2,264  23,401 

1005 2,535  28,478 

1006 2,506  25,576 

1007 2,864  25,851 

1008 2,670  25,805 

1000 2,742  25,856 

1010 2,467  12,718 

1011 2,757  10,370 

1012 2,851  28,073 

1013 2,201  17,853 

1014 1,645  13,740 

1015 1,387  14,030 

1016 1,605  15,450 

1  Statistifit  of  the  Department  of  Acrioulture. 


Digitized  by  VjOOQIC 


APPENDIX 


629 


TABLE  m 

WOBLD's  PBODTJCnON  or  FiBBB  AND  SlBD,    1011-13^ 


Some 


produdDc  oountiias  omitted  beouee 
(000  omitted) 


not  reported 


Conntiy 


United  States. 
Mezioo 


Aisentina*  S.  A. . . . 

Uruguay,  S.  A 

Auetria-Huncazy  . . 

Belgium 

Bulgaria 

Fhmoe 

Italy 

Netherlands 

\  CBuropeaa). 

^  (AsUtio)  . . . 

Serbia 

Sweden 

Ireland 

British  India.  ^ 


Fiber  (lbs.) 

8eed(bu.) 

1011 

1912 

1918 

1911 

1912 

1918 

19.370 

28,078 

17,858 

150 

150 

150 

10.075 

26.180 

17,589 

28,424 

22.584 

48.806 

660 

879 

1,802 

68.026 

80.729 

71.976 

880 

874 

801 

52.000 

64.000 

39.487 

515 

514 

887 

878 

808 

12 

6 

8 

45,008 

46.074 

48.487 

496 

576 

740 

6.078 

5.511 

5.782 

341 

843 

406 

20.929 

21.217 

16.606 

579 

428 

826 

4.530 

8,958 

4,759 

607 

772 

569 

785.186 

1.172.050 

1.708.209 

20,544 

22.177 

24.456 

1.099 

1.230 

1,927 

2.091 

2,005 

... 

1.500 

418 

17 

•  •  • 

• « • 

25.179 

29,021 

28.341 

22.544 

25.592 

21.544 

.   ... 

... 

... 

16 

18 

16 

Total 1,011.350    1.429.967    1.918.915        101.339    130,291    181,827 


TABLE  IV 

World's  Pboduction  or  Fibbb  and  Skbd,  1896-1913  ^ 

Year            Fiber  (lbs.)  Seed  (bu.) 

1896 1.714.205  82.684 

1901 1.050,260  72.814 

1906 1,871.723  88.165 

1911 1.011.350  101.339 

1913 1.918.915  181.327 


Walter  S.  Babxer. 


GAMBBiDOBy  Mass. 


>  statistics  of  the  Department  of  Agriculture.  These  are  the  latest  complete  figures, 
because  all  the  important  fiber-producing  countries  are  inyolved  in  the  war.  The 
fighting  on  the  western  front  has  laid  waste  the  best  linen  district  in  the  world. 
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EEMMERER'S  MODERN  CURRENCY  REFORMS  ^ 

Thb  scope  of  Professor  Kemmeier's  Modem  Currency 
fi^orm«  is  best  indicated  by  its  sub-title.  A  different  designa- 
tion might  probably  have  been  more  apt,  since  many  of  Uie 
currency  changes  described  are  not  particularly  modem,  and 
the  volume  does  not  include  all  modem  currency  reforms. 
It  is  a  review  of  certain  currency  changes  undertaken  for  the 
most  part  in  countries  of  minor  importance,  and  leading  in 
most  cases  to  the  establishment  of  the  so-called  gold  ex- 
change standard.  Viewed  as  a  discussion  of  the  introduction 
of  the  gold  exchange  standard  the  book  is  inclusive,  cover- 
ing the  field  thoroly.  Inasmuch  as  there  is  no  direct  relation- 
ship between  the  several  currency  experiments  which  are 
considered,  the  volume  is  almost  of  necessity  a  collection  of 
monographs,  largely  independent  of  one  another.  Indeed, 
there  is  some  internal  evidence  that  the  several  sections  were 
prepared  at  different  times  and  imder  different  conditions. 
The  author  notes  that  the  material  has  been  in  process  of 
collection  for  a  period  covering  thirteen  years. 

The  plan  of  the  book  is  primarily  historical,  and  in  each  of 
the  monographs  which  compose  it  the  bulk  of  the  space  is 
given  to  a  detailed  and  very  careful  accoimt  of  the  successive 
steps  by  which  given  currency  problems  have  been  developed 
and  have  then  been  gradually  disposed  of.  This  gives  the 
volume  its  principal  value.  It  impresses  the  reader  as  a 
very  complete  survey  of  material,  of  which  large  parts  are 
not  easily  accessible,  while  other  parts  are  to  be  foimd  only  in 

1  Modem  CuReney  Reforaas:  A  history  and  descriptioin  of  noenteuRciiay  reforms  in 
Indift,  Porto  Bioo,Fhifippi]ielBUmd8.Stndti8ett]ein«nts  and  Maioo.  by  Edwin  WaHer 
Kemmerar,  Ph.D.,  New  York  City.  The  Mamnillan  Company,  New  Yotk,  6M  paces 
+  zzL 
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80  fragmentary  and  disj  ointed  a  form  that  careful  and  skillful 
work  is  necessary  to  draw  them  together  and  to  create  a 
logical  and  consecutive  analysis  of  the  situations  to  which 
the  data  refer.  A  disappointing  feature  is  found  in  the  fact 
that  there  is  comparatively  little  discussion  of  the  principles 
at  issue,  and  that  the  author's  views  and  opinions  are  ex- 
pressed only  incidentally  and  sporadically.  In  a  scientific 
inquiry  it  is  of  course  well  to  be  cautious  in  the  expression 
of  mere  opinion;  yet  one  of  the  principal  services  to  be 
rendered  by  a  work  on  so  technical  a  subject  is  that  of  edu- 
cating and  informing  the  reader,  and  of  assisting  him  to  reach 
sound  conclusions.  In  fact  there  are  many  cases  in  which 
the  man  of  affairs,  unfamiliar  with  Oriental  or  Latin-American 
conditions,  will  probably  find  it  hard  to  detect  the  bearing  of 
the  material  in  this  volume  upon  his  own  commercial  and 
financial  interests,  even  tho  they  may  be  closely  affected  by 
the  conditions  set  forth. 

The  tenor  and  conclusions  of  the  book  favor  the  so-called 
gold  exchange  standard,  that  is,  a  currency  mechanism  or 
arrangement  under  which  a  silver  circulation  is  maintained 
in  the  hands  of  the  people  for  actual  use,  with  a  provision  for 
satisfactory  conversion  into  the  gold  currency  of  some  other 
nation.  Thus,  in  the  case  of  the  Philippine  Islands,  the  gold 
exchange  standard  rests  in  practice  upon  the  use  of  silver  or 
silver  certificates  by  the  population,  with  arrangements  for 
converting  these  media  of  exchange  into  American  money 
either  on  the  spot  or  at  a  designated  point  in  the  United 
States.  The  gold  exchange  standard,  as  thus  conceived, 
presents  itself  as  an  intermediate  condition  between  the  gold 
standard  as  such  and  bimetallism.  It  avoids  the  necessity  of 
obtaining  or  supplying  a  quantity  of  gold  for  actual  use,  or 
even  for  the  reserves  of  banks;  it  permits  the  circulation  of 
the  less  expensive  silver,  or  the  still  cheaper  paper  representa^ 
tive  of  silver;  and  it  avoids  the  evils  attendant  upon  changes 
in  the  ratio  of  silver  to  gold  by  imdertaking  to  maintain  a 
constant  and  steady  basis  of  convertibility  at  which  silver 
shall  be  exchanged  for  gold  or  gold  equivalents,  or  vice  versa. 
Such  a  standard  of  value  and  exchange  can  be  employed  only 
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for  and  by  a  dependent  country  —  one  whose  financial  flystem 
is  practically  subordinate  to  or  controlled  by  that  of  another 
nation.  Professor  Kemmerer  at  times  seems  to  regard  die 
gold  exchange  standard  as  an  independent,  self-supporting 
system.  But  the  whole  tenor  of  his  work  is  to  show  tiiat  the 
reverse  is  the  case,  and  that  the  success  of  the  gold  exchange 
system  is  in  direct  ratio  to  the  degree  in  which  the  country 
adopting  it  is  dependent  upon  another.  The  author  is  right 
in  feeling,  as  he  evidently  does,  that  the  story  of  the  experi- 
ence of  the  several  coimtries  has  been  sufficient  to  cany  a 
very  distinct  lesson  in  regard  to  the  use  of  this  currency 
expedient,  and  that  a  detailed  review  of  what  has  been  done 
furnishes  a  valuable  lesson  as  to  the  prospects  of  the  system 
for  the  future  and  the  extent  of  its  applicability. 

The  best  and  most  complete  of  the  monographs  included  in 
the  volume  is  that  relating  to  the  Philippine  currency  reform. 
Upon  the  arrival  of  the  American  forces  in  the  Philippine 
Islands,  they  foimd  a  very  confused  and  imcertain  currency. 
The  Mexican  peso,  and  a  slightly  less  valuable  coin,  known 
as  the  Spanish-Filipino  peso,  were  in  circulation.  Various 
other  media  of  exchange  were  in  use,  including  bank  notes 
issued  by  a  local  institution  which  enjoyed  the  exclusive 
privilege  of  note  issue.  All  these  different  kinds  of  money 
ordinarily  circulated  at  par  with  each  other  and  at  a  value 
weU  above  the  bullion  value  of  the  Mexican  peso.  Serious 
difficulties  were  encoimtered  after  the  installation  of  the 
military  government,  due  to  the  obstacles  to  the  maintenance 
of  satisfactory  relations  between  gold  and  silver.  Disturb- 
ance of  prices  with  corresponding  suffering  to  the  rank  and 
file  of  the  public,  led  to  a  recognition  of  the  necessity  for  some 
improvement.  The  consequence  was  the  bringing  forward  of 
various  rival  proposals:  one  the  establishment  of  a  local  gold 
currency,  a  second  the  transplanting  of  the  American  cur- 
rency system  to  the  Philippines,  and  a  third  the  adoption  of 
the  so-called  gold  exchange  standard.  The  last  named  was 
eventually  resorted  to,  and  in  the  act  of  March  2, 1903,  pro- 
vision was  made  for  the  establishment  of  a  gold  standard 
with  a  theoretical  gold  peso  exactly  equal  to  fifty  cents  in 
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United  States  currency.  A  silver  peso,  worth  a  little  less  than 
thirty-eight  cents,  was  provided  for,  with  suitable  niinor 
coins,  and  the  issuance  of  silver  certificates  was  also  per- 
mitted. Provision  was  made  for  a  gold  reserve,  and  the 
Government  undertook  to  maintain  the  equivalence  of 
Philippine  currency  and  American  money  imder  conditions 
specified  in  an  act  passed  by  the  Insular  Legislature  on 
October  10,  1903,  at  ratios  ranging  from  }  of  1  per  cent  for 
demand  drafts,  to  1^  per  cent  for  cable  transfers.  Before  the 
system  could  become  fully  operative,  more  or  less  effort  was 
required  to  drive  out  the  old  currency  and  secure  the  intro- 
duction of  the  new  money.  EventuaUy  the  new  system  was 
more  or  less  successfully  introduced,  and  after  a  re-coinage  of 
the  new  silver  had  been  effected,  necessitated  by  miscalcula- 
tions in  determining  the  proper  content  of  the  original  issue, 
conditions  settled  to  a  normal  basis.  The  author  reviews  at 
some  length  the  recent  uses  made  of  the  gold  standard  re- 
serve fund,  a  fimd  maintained  by  the  Government  for  the  pur- 
pose of  converting  local  currency  into  gold  (American  money), 
and  very  properly  criticizes  the  practice  of  investing  it  in 
various  long-term  enterprises,  or  depositing  it  in  banks  where 
it  passes  directly  into  local  use.  The  only  palliation  of  this 
practice  is  foimd  in  the  fact  that  at  one  time  the  gold  stand- 
ard reserve  fund  had  become  abnormally  and  unnecessarily 
lai^,  reaching  43  per  cent  of  liabilities.  Due  to  the  practices 
just  referred  to,  however,  it  has  in  recent  years  fallen  below 
20  per  cent.  The  author  thinks  that  it  should  be  maintained 
at  26  or  30  per  cent,  with  the  funds  representing  it  in  a  strictly 
available  form.  In  this  he  is  probably  correct,  if  reference  be 
had  merely  to  the  situation  existing  prior  to  1916.  The 
organization  of  the  Philippine  National  Bank  has  materially 
altered  the  state  of  things  in  the  Islands  and  the  form  in 
which  the  currency  question  presents  itself.  This  volume, 
however,  was  prepared  before  the  organization  of  the  new 
bank. 

Very  much  the  same  method  of  treatment  as  is  used  in 
reviewing  the  history  of  the  Philippine  currency  reform  is 
applied  in  dealing  with  currency  changes  in  India,  the  Straits 
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Settlements,  and  elsewhere.  The  Indian  currency  reform  is 
more  familiar  to  monetary  students  than  most  of  the  others 
dealt  with  by  Professor  Eemmerer,  and  need  not  be  con- 
sidered in  detail.  It  is  enough  to  say  that  the  Indian  system 
is  similar  in  general  to  that  subsequently  adopted  in  the 
Philippine  Islands,  the  plan  adopted  in  India  being  indeed 
the  original  from  which  many  copies  were  made.  Professor 
Kemmerer  believes  that  the  test  to  which  the  Indian  cur- 
rency has  been  subjected  during  the  past  two  or  three  years 
has  shown  the  world  that  '*  few  if  any  currency  S3rBtems  have 
more  effectively  met  the  shock  of  world  catastrophe."  Yet 
the  detailed  history  of  the  various  currency  expedients 
adopted  in  India  shows  that  there,  as  elsewhere,  the  gold 
exchange  standard  is  essentially  a  patchwork  expedient, 
imstable,  subject  to  disturbance  by  shifts  and  changes  in 
foreign  trade,  and  requiring  constant  tinkering  in  order  to 
fimQtion  effectively. 

In  the  Straits  Settlements  another  special  phase  of  the 
gold  exchange  standard  is  presented.  The  Philippines  have 
a  fairly  normal  and  constant  level  of  foreign  trade  with  cor- 
responding stability  in  rates  of  exchange.  In  the  Straits 
Settlements  variations  in  exchange  are  the  rule  rather  than 
the  exception,  with  the  result  that  the  system  requires  manip- 
ulation from  time  to  time  and  correspondingly  more  careful 
management.  The  Mexican  currency  system  and  the  transfer 
of  the  coimtry  to  a  strict  gold  standard  in  1904-06  is  interest- 
ing, but  is  today  of  historical  interest  only,  in  consequence  of 
the  disturbances  which  have  brought  about  a  complete  break- 
down of  this  carefully  constructed  gold  currency  system. 
Comparatively  Uttle  instruction  is  to  be  had  from  the  experi- 
ence of  Porto  Rico,  which  has  its  own  peculiar  features, 
differentiating  it  from  that  of  Mexico  or  the  Philippines. 

While  the  critical  study  of  the  currency  and  monetary 
history  of  the  coimtries  imder  review  furnishes  much  that  is 
incidentally  interesting  and  instructive,  the  reader  will  con- 
clude that  the  experience  set  forth  in  each  case  lacks  breadth, 
or  is  vitiated  by  peculiar  and  exceptional  conditions,  to  such 
an  extent  as  to  deprive  it  of  world  interest,  taken  by  itself; 
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and  he  will  probably  conclude  that  the  main  significance  of 
the  volume  is  to  be  foimd  in  its  bearing  upon  the  general 
question  of  the  gold  exchange  standard  as  a  t3rpe  of  mone- 
tary system  which  may  be  used  more  extensively  in  the 
future.  If  he  be  given  to  speculation  regarding  the  future, 
he  will,  for  example,  wonder  whether  some  of  the  European 
coimtries  who  have  lost  their  gold  during  the  present  war,  and 
may  desire  to  provide  themselves  with  a  cheap  substitute  for 
actual  use,  while  nevertheless  retaining  such  stability  and 
permanence  as  the  gold  standard  may  afford,  may  not  seek 
to  make  use  of  something  resembling  that  standard  in  their 
own  territories.  The  volume  hence  possesses  a  timely  interest, 
and  the  question  arises  what  are  the  lessons  to  be  drawn  with 
reference  to  the  working  of  the  various  monetary  experiments 
described  in  it.  On  this  point  the  conclusion  almost  certainly 
would  be,  as  remarked  earlier,  that  the  gold  exchange 
S3rstem  is  available  only  for  dependent  coimtries.  In  short, 
it  is  not  a  monetary  S3rstem,  but  a  connecting  link  between  an 
isolated  market  and  the  broader  market  to  which  it  looks  for 
support.  It  is  not  available,  for  example,  under  conditions 
where  the  coimtry  employing  it  is  likely  to  exert  a  material 
influence  upon  conditions  in  the  markets  of  the  nations  whose 
currency  unit  it  has  borrowed.  The  constant  adjustment  and 
tinkering  with  currency  legislation  and  banking  and  exchange 
methods,  necessary  in  order  to  make  the  system  workable 
under  all  circumstances  would  put  it  practically  out  of  the 
question  except  under  conditions  of  almost  absolute  political 
control. 

Nevertheless,  as  far  as  it  goes,  the  gold  exchange  standard 
experience  is  interesting,  and  it  has  doubtless  been  worth  while 
to  set  it  down  in  this  careful  and  systematic  manner.  True, 
much  of  what  has  been  done  is  now  out  of  date.  Even  of  very 
recent  years  revolutionary  conditions  and  economic  develop- 
ments have  altered  other  portions  of  the  work.  Experience 
has  shown  that  it  is  difficult  for  any  nation  to  get  the  benefits 
of  the  gold  standard  without  paying  for  them.  Yet  it  is  pos- 
sible that  in  the  years  after  the  European  war,  monetary  and 
banking  systems  throughout  the  world  will  be  subjected  to 
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extensive  revision.  Under  these  circumstances  currency 
legislators  and  administrators  will  need  the  aid  of  all  the 
exact  information  they  can  get,  and  will  have  to  shape  their 
conduct  upon  a  broad  basis  of  fact  and  conclusion.  These 
considerations  afiFord  full  justification  for  the  publication  of 
a  volume  like  that  of  Professor  Kenunerer.  It  will  prove 
not  least  useful  as  a  reference  handbook. 

H.  Pabker  Wilus. 
Fbde&al  Rbsebyb  Board, 
Washington,  D.  C. 


BARNETT  AND  McCABE'S  MEDIATION,  INVESTI- 
GATION AND  ARBITRATION;  MOTE'S 
INDUSTRIAL  ARBITRATION  ^ 

The  failure  of  Congress  to  provide  funds  for  the  publica- 
tion of  the  reports  made  to  the  Commission  on  Industrial 
Relations  by  the  investigators  employed  to  conduct  special 
inquiries  in  certain  fields  has,  fortunately,  led  some  of  the 
investigators  to  provide  for  the  independent  publication  of 
the  fruits  of  their  researches.  Among  them  is  this  small  book 
by  Professors  Barnett  and  McCabe. 

Altho  the  title  does  not  indicate  it,  the  work  deals  only  with 
mediation,  investigation  and  arbitration  in  the  United  States. 
Furthermore,  it  does  not  pretend  to  cover  the  entire  field; 
it  does  not  deal  at  all  with  private  efforts  to  settle  industrial 
disputes,  such  as  the  protocols  in  the  sewing  trades  of  New 
York  City;  and  in  dealing  with  public  efforts  in  this  field,  the 
discussion  is  limited  to  a  very  brief  account  of  the  work 
accomplished  in  recent  years  in  Massachusetts,  New  York 

1  Mediation,  Inveetigation  and  Arbitration  in  Industrial  Disputes.  By  Georce  E. 
Barnett  and  David  A.  MoCabe.    New  York,  D.  Appleton  and  Company,  1916,  pp.  900. 

Industrial  Arbitration:  A  World-Wide  Survey  of  Natural  and  Political  Asenoies  for 
Social  Justice  and  Industrial  Peaoe.  By  Carl  H.  Mote.  Indianapolis,  The  Bobbs> 
Merrill  Company,  1016,  pp.  821  +  sly. 
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and  Ohio,  and  to  a  statement  of  changes  which,  in  the  opinion 
of  the  authors,  should  be  made  in  the  present  methods  of 
handling  industrial  disputes  both  by  the  state  and  federal 
governments. 

From  a  qualitative  standpoint  the  discussion  is  in  keeping 
with  the  high  reputations  of  the  authors  in  the  field  of  labor 
problems.  The  reviewer  has  personal  knowledge  of  the  fact 
that  the  field  investigation  by  Dr.  McCabe  was  carefully 
done,  and  the  descriptive  portion  of  the  work  furnishes  as 
accurate  an  account  of  the  methods  by  which  mediators  and 
arbitration  boards  in  the  states  named  have  attempted  to 
perform  their  work  as  it  is  possible  to  give  in  terms  of  a  general 
description.  The  truth  of  the  matter  is  that  since  the  suc- 
cess of  mediation  depends  primarily  upon  the  personality  of 
the  mediators  and  the  willingness  of  the  disputants  to  accept 
mediation,  no  two  cases  are  alike  in  the  problems  which  they 
present  and  the  combination  of  qualities  which  they  call  for. 
The  most  successful  mediator  is  he  who  can  most  readily 
adapt  his  methods  to  the  ever-changing  conditions  with 
which  he  is  called  upon  to  deal.  For  this  reason  any  descrip- 
tion of  mediation  is  bound  to  be  vague,  or  else  resolves  itself 
into  a  description  of  the  methods  by  which  mediation  has 
succeeded  in  particular  cases.  No  successful  mediator  could 
draw  up  a  formula  for  mediation  which  would  be  of  much  use 
to  another  man  working  in  the  same  field,  and  it  is  more  than 
likely  that  the  mediator  himself  would  be  obliged  to  reject 
his  prescription  in  the  very  next  case  with  which  he  was 
confronted. 

Of  the  three  methods  for  dealing  with  industrial  disputes 
presented  by  the  authors,  mediation,  investigation  and  volun- 
tary arbitration,  it  appears  (p.  4)  that  the  best  results  have 
been  secured  through  mediation.  In  all  the  three  states 
named  the  official  mediators  have  succeeded  in  a  considerable 
number,  tho  always  a  minority,  of  the  cases  in  which  they 
have  intervened.  If  their  success  be  measured  by  the  propor- 
tion of  settlements  which  they  have  seciued  to  the  total 
number  of  industrial  disputes  which  have  occurred  during  the 
period  when  the  machinery  for  mediation  was  in  existence, 
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it  is  of  course  far  less  notable.  This  usually  is  not  the  fault  of 
the  mediators.  It  simply  means  that  they  either  did  not 
know  of  the  existence  of  the  disputes,  at  least  in  time  to  make 
their  intervention  of  any  value,  or  else  that  the  disputants 
were  unwilling  to  permit  of  any  interference  by  outside 
parties.  It  goes  to  show,  however,  that  the  prospect  of  pre- 
venting most  strikes  by  the  volimtary  acceptance  of  the  ser- 
vices of  state  officials  as  mediators  is  not  one  on  which  the 
public  can,  in  the  inunediate  future,  gaze  with  any  feeling  of 
confidence.  In  view  of  the  fact  that  any  strike  of  con- 
siderable magnitude  means  a  great  loss  to  employers  and 
employees,  it  is  a  sufficient  excuse  for  the  maintenance  of 
boards  of  mediation  by  the  state  to  point  out  that  even  tho 
the  mediators  succeed  in  preventing  or  settling  only  a  few  of 
the  important  industrial  disputes,  the  savings  thus  made 
compensate  many  times  over  for  the  expenses  incurred  in  the 
establishment  and  maintenance  of  the  boards.  On  the  other 
hand,  the  relatively  small  niunber  of  industrial  disputes  which 
are  settled  by  the  efforts  of  state  mediators  shows  clearly 
that  the  public  ought  not  to  be  satisfied  with  the  establish- 
ment of  this  mode  of  securing  industrial  peace. 

There  are  six  ways,  according  to  Professors  Bamett  and 
McCabe,  in  which  mediators  may  be  able  to  render  service  to 
the  parties  to  an  industrial  dispute. 

1.  They  may  bring  to  the  attention  of  both  disputants  the 
fact  "  that  there  are  terms  which  both  sides  are  willing  to 
accept  as  a  settlement "  (p.  16).  The  method  usually  fol- 
lowed in  Massachusetts  is  to  bring  the  parties  together  in 
joint  conference  after  they  have  learned  that  there  does  exist 
a  common  basis  of  agreement  (p.  28). 

2.  The  mediator  may  act  as  the  "  confidential  interme- 
diary "  between  the  parties,  effecting  a  settlement  without 
bringing  the  parties  together.  This  is  the  method  which  in 
recent  years  has  been  found  most  effective  in  Ohio.  It 
''seems  most  likely  to  be  successful  in  disputes  involving 
recently  organised  workers  "  (p.  26). 

3.  In  some  cases  ''  the  mediators  have  been  able  to  secure 
a  settlement  by  a  separate  agreement  with  each  party  when 
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one  party  would  not  make  an  agreement  with  the  other." 
(p.  30).  The  employers  may  agree  to  introduce  certain 
improvements  and  the  employees,  on  hearing  of  this,  decide 
to  return  to  work. 

4.  The  mediators  may  themselves  reconmiend  terms  to 
both  parties  and  may  in  this  way  get  certain  concessions 
which  would  not  otherwise  have  been  granted  (p.  35). 

5.  Sometimes  the  mediator  is  able  to  suggest  a  settlement 
which  satisfies  both  parties  and  which  they  had  not  been  able 
to  think  of  themselves  (p.  38). 

6.  The  mediator  may  find  a  solution  which  is  ''  not  merely 
a  compromise/'  but  one  "  which  safeguards  the  workman 
from  industrial  tyranny  or  preserves  his  vested  interest  in  the 
trade  and  at  the  same  time  leaves  the  employer  free  to  safe- 
guard himself  against  incompetent  workers  and  to  improve 
in  legitimate  ways  the  processes  of  production  "  (pp.  42-3). 

The  authors  admit  that  such  settlements  are  not  often- 
times the  fruit  of  official  mediation.  Failure  to  secure  them, 
with  willingness  to  suggest  a  compromise  which  fails  to  result 
in  social  justice  is,  in  the  mind  of  the  reviewer,  the  chief 
defect  of  mediation.  Arbitration  in  this  respect  offers  greater 
possibilities  than  mediation. 

Where  mediation  has  been  most  successful  the  mediators 
have  been  selected  without  reference  to  their  politics,  and 
their  general  reputation  for  fairness  has  enabled  them  to 
command  in  advance  the  confidence  of  both  employers  and 
employees.  It  will  be  an  advantage  to  the  chief  mediator  if 
he  has  not  previously  been  closely  identified  with  trade 
unions  or  with  the  employing  interests,  tho  such  connections 
do  not  always  prove  fatal  to  his  work.  For  the  assistant 
mediators  it  will  be  an  advantage  to  have  been  affiliated  with 
trade  unions  and  employers'  associations,  for  the  chief  media- 
tor can  then  make  use  of  them  to  appeal  to  their  respective 
interests  with  a  better  prospect  of  securing  the  confidence  of 
both  sides  than  if  he  were  lacking  in  such  connections. 

Public  investigation  and  recommendation  as  a  method  of 
settling  labor  disputes  receives  relatively  httle  attention 
from  ihe  authors.    It  has  been  used  but  little  in  Massa- 
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chuaettB  where,  however,  the  act  of  1914  requires  the  State 
Board  of  Conciliation  and  Arbitration  to  make  and  publish 
a  report  which  locates  the  responsibility  for  failure  to  arrive 
at  a  settlement  of  the  dispute.  Still  less  use  has  been  made  of 
investigation  in  New  York  (p.  79)  and  none  whatever  in 
Ohio.  The  success  of  compulsory  investigation  in  Canada  in 
connection  with  the  public  service  and  mining  industries 
shows  that  this  method  might  well  be  used  more  largely  in  the 
United  States,  even  if  the  disputants  were  not  required  to 
refrain  from  strikes  or  lockouts  pending  investigation  (p.  86). 

Voluntary  arbitration  of  an  industrial  dispute  by  a  state 
board  of  arbitration  has  rarely  been  used  in  New  York  and 
Ohio  in  recent  years.  In  Massachusetts  more  use  has  been 
made  of  this  method;  mainly  because  the  employers  and 
employees  in  the  boot  and  shoe  industry,  imder  their  scheme 
of  collective  bargaining,  leave  the  disputed  points  which 
arise  in  connection  with  the  interpretation  of  their  agree- 
ment to  be  settled  by  the  State  Board.  Messrs.  Bamett  and 
McCabe  think  that  this  experience  warrants  the  conclusion 
that  a  board  of  the  Massachusetts  type  would  be  of  value  in 
other  industrial  states.  This  conclusion  may  be  doubted, 
however,  since  other  industries  in  Massachusetts  have  not, 
to  any  extent,  followed  the  precedent  set  by  the  boot  and  shoe 
industry  of  referring  disputed  points  in  their  trade  agreements 
to  the  State  Board  (p.  93). 

The  plan  proposed  by  ihe  authors  for  a  State  Board  of 
Mediation,  Investigation  and  Arbitration  is  made  up  of  the 
best  points  developed  by  the  experience  of  the  three  states 
named.  As  the  title  implies,  it  makes  use  of  all  three  of  the 
methods  and  provides  separate  boards  for  the  carrying  on  of 
each  function.  The  plan  would  be  much  more  expensive 
than  that  now  in  use  in  any  American  commonwealth.  It 
might  be  worth  the  extra  expense  in  the  leading  industrial 
states:  that  would  depend  largely  on  the  confidence  which 
the  men  appointed  on  these  boards  inspired  in  the  minds  of 
the  employers  and  employees.  In  view  of  the  fact  that  com- 
pulsion of  any  sort  is  lacking  in  the  scheme,  except  that  the 
boards  of  mediation  and  investigation  are  given  the  powers 
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necessary  to  secure  the  inf ormation  required  for  their  reports 
and  recommendations^  and  in  view  of  the  further  fact  that 
collective  bargaining  is  not  yet  the  rule  in  most  industries, 
it  seems  doubtful  to  the  reviewer  whether  this  more  elaborate 
and  expensive  machinery  would  be  much  more  successful 
than  the  systems  now  in  use. 

Professors  Bamett  and  McCabe  give  practically  no  space 
to  a  discussion  of  the  work  of  mediation  and  arbitration  car- 
ried on  by  the  federal  government  under  the  Newlands  Act 
and  the  act  of  March  4,  1913,  providing  for  appointment  of 
mediators  by  the  Secretary  of  Labor.  They  do  submit  a  plan  • 
for  a  National  System  of  Mediation,  Investigation  and 
Arbitration,  which,  if  adopted,  would  take  the  place  of  both 
the  above-mentioned  acts.  It  provides  for  a  Mediation  Com- 
mission, and  for  an  Industrial  Council  composed  of  leading 
organizations  of  employers  and  of  employees  to  act  as  an 
advisory  body  to  the  President,  to  Congress  and  to  the  Media- 
tion Commission.  The  Council  is  also  to  prepare  panels,  or 
lists  of  persons,  from  whom  are  to  be  selected  the  persons  who 
are  to  serve  on  boards  of  arbitration  and  on  boards  of  media- 
tion and  investigation.  This  latter  part  of  the  plan  is  clearly 
borrowed  from  the  act  of  1911  in  Great  Britain,  creating  an 
industrial  council,  tho  the  authors  nowhere  refer  to  this 
precedent. 

It  has  been  pointed  out  by  other  writers  (especially  by 
Professor  Commons  in  The  Survey  of  March  31,  1917)  that 
the  chief  defect  of  the  Newlands  Act  is  that  it  provides  no 
separate  board  for  the  interpretation  of  the  awards  of  the 
arbitration  board.  The  importance  of  clearly  distinguishing 
between  the  making  of  an  agreement  or  award  and  its  inter- 
pretation was  emphasized  years  ago  by  Sidney  and  Beatrice 
Webb  in  their  account  of  collective  bargaining  in  the  English 
cotton  industry,  and  it  has  also  been  developed  in  connection 
with  the  interstate  agreements  in  the  coal-mining  industry  in 
the  Middle  West.  The  plan  outlined  by  Messrs.  Bamett 
and  McCabe  does  not,  however,  provide  any  separate  ma- 
chinery for  the  interpretation  of  awards.  One's  judgment  on 
the  adequacy  of  either  of  the  plans  proposed  by  the  authors 


Digitized  by  VjOOQIC 


542  QUARTERLY  JOURNAL  OP  ECONOMICS 

must  necessarily  rest  largely  on  his  belief  concerning  the 
success  of  any  plan  of  purely  voluntary  arbitration. 

Mr.  Mote's  book  on  Industrial  Arbitration  is  more  com- 
prehensive in  its  scope  than  the  one  just  considered.  It 
reviews  the  plans  attempted  in  many  of  the  American  com- 
monwealths as  well  as  those  employed  by  the  federal  govern- 
ment. It  also  describes  briefly  the  methods  employed  by  the 
European,  Canadian,  and  Australasian  governments  and 
gives  a  short  account  of  the  most  important  efforts  to  prevent 
industrial  dislocations  by  means  of  trade  agreements,  pro- 
tocols and  private  arbitration  boards  in  this  coimtry. 

As  far  as  the  descriptive  part  of  the  book  is  concerned, 
little  can  be  said  in  commendation  of  the  work.  This  applies 
to  all  except  the  opening  and  closing  chapters.  The  accounts 
of  the  various  experiments  are  too  brief  to  be  of  any  value. 
They  seldom  include  the  most  recent  legislation  and  there- 
fore fail  to  furnish  the  reader  with  a  reliable  statement  of  the 
present  status  of  industrial  arbitration  in  the  various  coun- 
tries. There  is  also  lacking  an  adequate  discussion  of  the 
results  of  the  legislative  experiments,  and  one  finds  no 
explanation  of  the  causes  of  failure  where  failure  is  claimed. 

In  spite  of  these  defects,  the  opening  and  concluding  chap- 
ters do  display  considerable  insight  into  the  problem  pre- 
sented by  the  phenomena  of  strikes  and  lockouts.  The 
author  sees  that  all  attempts  at  mediation  and  arbitration 
are  to  be  regarded,  even  when  most  successful,  as  mere  pallia- 
tives, and  he  imderstands  that  industrial  peace  will  come  only 
when  it  is  coupled  with  social  justice  (p.  325).  There  can  be 
no  industrial  peace  while  wages  and  working  conditions  are 
unsatisfactory.  Everything  which  makes  the  wage  system 
more  bearable,  as  Mr.  Mote  points  out,  adds  to  the  chance  of 
industrial  peace.  ''  Child  labor  laws,  limitation  of  night  work, 
shorter  hours,  sanitary  and  health  legislation,  monetary  com- 
pensation for  industrial  accidents,  minimum  wage  laws  in  the 
sweated  industries  and  collective  bargaining,  roughly  speak- 
ing, have  marked  the  stages  of  progress  "  (pp.  323-24).  The 
most  effective  method  of  preventing  strikes  is  to  create  condi- 
tions imder  which  they  are  not  likdy  to  occur  (p.  326).    , 
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One  thing  seems  clear  from  a  perusal  of  these  books  as  well 
as  from  a  study  of  other  material  dealing  with  the  progress  of 
mediation  and  arbitration.  The  public  is,  year  by  3rear, 
showing  greater  interest  in  industrial  conflicts  aiid  apparently 
is  becoming  less  patient  with  their  continuance.  It  cannot 
be  said  that,  in  this  country,  there  is  any  pronounced  senti- 
ment in  favor  of  compulsory  arbitration.  It  is  to  be  noted, 
however,  that  practically  every  revision  of  the  laws  providing 
for  mediation  or  arbitration  enlarges  the  power  of  the  govern- 
ment to  bring  pressure  upon  the  parties  to  come  to  a  settle- 
ment of  their  disputes.  Hie  United  States  Supreme  Court,  in 
the  Adamson  case,  went  out  of  its  way  to  make  clear  the  fact 
that  Ck)ngress  possesses  the  powers  necessary  to  provide  for 
compulsory  arbitration  in  interstate  railway  disputes.  It 
probably  only  requires  a  railway  strike  of  some  magnitude 
to  convince  the  country  that  it  is  desirable  that  Congress  use 
these  powers.  When  this  comes  about,  however,  it  is  likely 
that  it  wiU  be  accompanied  by  measures  designed  to  raise  the 
standards  of  living  and  otherwise  improve  the  working  con- 
dition of  the  employees,  —  not  merely  the  members  of  the 
railway  brotherhoods,  but  all  those  engaged  in  the  railway 
service.  These  gains  wiU  more  than  compensate  ihe  workers 
for  restrictions  on  their  freedom  to  carry  on  industrial  war- 
fare. Such,  at  least,  has  been  the  history  of  compulsory 
arbitration  in  Australasia,  and  such  it  is  likely  to  be  in  any 
country  where  the  political  power  rests  in  the  hands  of  the 
masses. 

M.  B.  Hammond. 

Ohio  Statb  IJnivxbsitt. 
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THE  NATURE  OF  INTEREST  AND  THE 
CAUSES  OF  ITS  FLUCTUATIONS 

SUMMARY 

I.  Capital  defined  as  wealth  produced  by  labor  and  destined  to  satisfy 
wants  in  the  future,  547.  —  The  possibility  of  interest  due  to  the  fact 
that  capital  saves  labor,  550.  —  Concrete  illustration  of  the  saving,  551. 
—  n.  Illustration  of  the  circumstances  which  may  affect  the  rate  of 
interest  under  hypothetical  conditions,  the  main  conclusions  of  the 
present  essay  bdng  suggested.  —  Capital  quantitatively  expressed  in 
terms  of  labor  multipUed  by  the  time  intervening  between  labor  and 
enjoyment,  553.  —  III.  Circumstances  affecting  the  demand  for  capital : 
(a)  The  opening  of  new  lands,  557.  —  (6)  Inventions,  560.  —  Under 
certain  conditions  the  ultimate  effect  of  these  drciunstances  is  opposite 
to  their  immediate  effect,  561.  —  (c)  Variations  in  the  aggregate  con- 
sumption of  society,  563.  —  Effect  of  such  variations  on  the  supply  of 
capital,  564.  —  Supply  of  capital  also  affected  by  the  quantity  of  labor 
expended,  567;  which  for  a  given  population  depends  on  the  amount  of 
leisure  enjoyed  and  on  the  eflBidency  of  labor,  568.  —  Conclusion  on 
ultimate  causes  permanently  affecting  the  rate  of  interest.  —  Why 
capital  has  always  been  able  to  earn  interest,  569. 

I 

Is  waiting  a  separate  factor  of  production  ?  It  is  so 
r^arded  by  Professor  Cassel/  and  the  same  view  seems 
to  be  implied  in  many  other  theories  of  interest.  To  the 
present  writer,  however,  it  seems  doubtful  whether  it 
should  be  r^arded  as  a  conscious  process  at  all.    No 

i  Th0  Nature  and  NaoMiitar  of  Intarart,  dup.  n.  f  4. 
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doubt  with  some  people  it  is;  but  others  decide  on  their 
expenditure  first,  and  then  save  the  balance  of  their 
income.  To  regard  waiting  in  all  cases  as  a  deliberate 
act  seems  to  assume  that  everybody  decides  first  how 
much  he  must  save,  and  then  spends  what  is  left.  At 
any  rate,  it  seems  possible  to  accoimt  for  interest  and  its 
fluctuations  without  assuming  a  pecuUar  kind  of  human 
exertion  on  the  action  of  which  all  saving  is  dependent.^ 

Economic  literature  is  amazingly  rich  in  definitions  of 
capital,  and  the  first  task  of  a  writer  on  interest  must  be 
to  decide  which  he  will  adopt.  I  have  chosen  that  which 
is  expressed  by  Professor  J.  Shield  Nicholwn  as  follows: 
''  Capital  is  wealth  set  aside  for  the  satisfaction  — 
directly  or  indirectly  —  of  future  needs,"  *  —  exclusive, 
it  is  necessary  to  add,  of  the  gifts  of  natiu'e.  This  defini- 
tion does  not  class  goods  destined  for  immediate  con- 
sumption as  capital,  altho  it  does  those  which  are  in 
the  hands  of  their  ultimate  consumers  if  of  a  durable 
character  or  in  any  sense  destined  to  satisfy  future 
wants. 

Apart  from  the  question  as  to  whether  capital  includes 
land,  it  might  be  thought  that  this  conception  of  capital 
is  practically  the  same  as  that  of  Professor  Fisher,  for 
whom  capital  is  practically  synonymous  with  wealth.' 
All  goods  satisfy  futiu'e  wants.  When  a  man  sits  down 
to  dinner,  the  wants  which  he  is  about  to  satisfy  are  still 
futiu'e.    The  only  diiBference  is  one  of  degree. 

All  this  is  true.  Yet  a  diiBference  in  degree  may  be  so 
great  as  to  amoimt  to  a  diiBference  in  kind.  For  illus- 
tration take  the  concepts  of  utiUty  and  value.  Every- 
thing which  has  utility  does  not  possess  value;  but 
everything  which  has  value  must  possess  utility.    Some 

>  See  F.  H.  Knight, "  Neglected  Faoton  in  the  Theory  of  Normal  Interest,"  toI.  xsz 
of  this  Joam«l,  pp.  2M-90,  where  the  importance  of  "  Ume-prefecenoe  "  m  qoeBtifOned. 

*  Prindplee  of  Political  Economy,  Bk.  I,  chap,  yi,  §  4. 

*  The  Nature  of  Capital  and  Income,  chap.  IV,  1 2. 
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things,  Buch  as  water,  are  on  the  border  line,  possessing 
value  in  one  place  and  not  in  another.  There  is  in  fact 
no  hard  and  fast  distinction  between  utilities  which  do 
and  which  do  not  possess  value.  Yet  no  one  says  that 
value  is  synonymous  with  utility. 

The  distinction  which  I  propose  to  make  between 
capital  and  wealth  is  analogous.  All  capital  is  wealth, 
but  all  wealth  is  not  capital.  The  element  of  time  is 
essential  to  the  latter.  If  wealth  consists  of  things  which 
are  scarce  and  which  satisfy  wants,  capital  will  consist 
of  things  which  are  scarce  and  which  will  satisfy  wants 
after  an  interval  of  time.  Wealth  is  measured  in  terms 
of  value;  capital  might  be  measured  in  terms  of  value 
multiplied  by  time.  The  significance  of  this  conception 
will  appear  more  fully  in  what  follows.  An  important 
modification  is  required  to  make  it  generally  applicable; 
but  it  may  be  here  remarked  that,  if  a  business  man  is 
trying  to  decide  whether  a  certain  undertaking  will  be 
profitable  or  not,  he  must  find  out  not  only  how  much 
outlay  will  be  necessary  but  also  the  time  which  must 
intervene  between  the  outlay  and  the  attainment  of  the 
final  result  —  how  long  his  capital  will  be  locked  up,  in 
other  words. 

The  Une,  then,  which  may  be  drawn  between  capital 
and  wealth  is  this:  if  either  because  the  value  is  so  small 
or  the  time  so  short  that  the  interest  which  is  or  might 
be  paid  is  negligible,  the  thing  in  question  is  wealth,  but 
not  capital;  if  the  interest  is  worth  taking  into  account, 
the  thing  is  capital.  In  fact,  capital  might  be  defined  as 
wealth  which  yields  or  could  be  made  to  yield  interest. 

It  is  hardly  necessary  to  point  out  that  any  concrete 
commodity  could  be  made  in  e£Fect  to  yield  interest  if 
borrowers  are  willing  to  pay  for  its  use  during  a  certain 
time  more  than  must  be  set  aside  to  cover  depreciation. 
In  strict  logic,  of  course,  everything  which  will  satisfy  a 
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want  or  yield  a  service  in  the  future  should  be  counted 
as  capital,  no  matter  how  small  the  value  or  how  shcnt 
the  time.  The  present  value  of  any  futiu^  service  is 
theoretically  different  from  the  value  of  that  service  at 
the  moment  when  it  is  being  rendered,  by  a  sum  equal 
to  what  the  discount  on  its  value  would  be,  if  it  were  dis- 
counted at  the  current  rate  of  interest.  In  theory, 
therefore,  if  this  sum  exists  at  all,  the  right  to  exact 
the  service  in  question  must  be  classed  as  capital.  In 
practice,  however,  the  distinction  between  capital  and 
wealth  is  obvious  enough,  for  if  this  sum  were  negligible 
the  right  in  question  would  fall  into  the  latter  category 
only.  For  theoretical  purposes,  it  must  be  admitted 
that  the  definition  of  capital  here  adopted  is  scarcely 
distinguishable  from  Professor  Fisher's,  except  in  ex- 
cluding the  gifts  of  nature.  I  believe  that  the  present 
conception  of  capital  will  not  be  found  to  differ  from 
that  presented  by  Professor  Taussig,  who  distinguishes 
between  capital  and  land,^  and  points  out  that,  for 
some  purposes  of  economic  analysis,  producers'  and 
consumers'  capital  are  similar,*  and  that  the  difference 
between  them  ''  is  one  as  to  time  when  satisfaction  or 
utility  accrues." « 

The  subject  of  the  present  essay  is  the  normal,  not  the 
market  rate  of  interest.  ''  Appreciation  and  Interest," 
and  all  fluctuations  due  to  changes  in  the  value  of 
money,  are  left  out  of  account.  The  element  of  risk, 
also,  will  be  assumed  to  be  absent. 

While  a  certain  amount  of  labor  might  be  done  for 
pleasure  labor  is,  as  a  rule,  disagreeable  and  is  only 
expended  with  some  ulterior  object  in  view.    Now  the 

>  Pxinciples  of  EooDoinics,  chap.  XXXVIII,  1 1;  oh*p.  XLVI. 

>  Cfaap.V.|2;  oh«p.  XI^  ||  8,  4. 

»  Chap.  V,  1 2,  note;  cf.  chap.  XV,  1 4. 
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only  possible  object  of  labor,  from  the  point  of  view  of 
economics  at  any  rate,  is  the  satisfaction  of  wants. 

In  general;  however,  everyone  desires  to  reap  the 
reward  of  his  labor  as  soon  as  possible.  The  existence 
of  interest  would  be  alone  sufficient  to  account  for  this; 
for  if  goods  can  be  exchanged,  and  if  present  goods  are 
worth  more  than  future  goods,  the  former  would  always 
be  preferred,  for  every  man  prefers  a  greater  to  a  less. 
If,  however,  a  person  could  be  supposed  ignorant  of  the 
existence  or  possibility  of  interest,  it  would  be  necessary 
to  account  for  his  undoubted  preference  for  present  over 
future  goods  on  psychological  grounds,  as  Bohm-Bawerk 
and  his  followers  do.  But  this  simple  preference  is  all 
that  we  need  postulate.  We  shall  find  it  unnecessary  to 
attempt  to  measure  it,  or  to  assume  that  it  has  ever  been 
greater  than  it  is  at  present,  altho,  as  John  Rae  has  so 
well  shown,^  we  should  be  amply  justified  in  doing  so  if 
it  were  necessary. 

In  spite  of  the  impatience  which  thus  is  natural  to 
human  beings,  some  labor  is  always  being  expended  in 
providing  for  wants  in  the  future  —  sometimes  in  the 
very  distant  future.  If  both  labor  and  waiting  for  the 
result  of  labor  are  disagreeable,  this  can  only  be  ex- 
plained by  the  fact  that  in  the  long  run  labor  is  saved. 
It  is  found  that  wants  can  be  satisfied  with  less  labor  in 
the  a^r^ate  if  part  of  the  labor  is  applied  to  prepara- 
tory operations,  and  the  whole  is  spread  over  a  consider- 
able time,  than  would  be  necessary  if  all  the  labor  were 
applied  directly  to  the  satisfaction  of  immediate  wants. 

*^  There  being  need  of  a  given  amount  of  food,  it  can 
be  obtained  with  less  expenditure  of  labour,  if  the  labour 
is  mostly  performed  several  months  before  the  supply 
becomes  necessary,  than  if  nothing  is  done  until  the  day 
is  at  hand  on  which  there  is  a  demand  for  food.    If  the 

>  New  Pxinoiples  of  PoBtioa]  Eeonomy,  Bk.  H,  ohsp.  Til. 
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labour  is  delayed  until  the  time  arrives,  the  only  remain- 
ing resources  for  acquiring  nourishment  are  hunting, 
fishing,  berrying  and  tiie  like;  and  of  these  the  supply  is 
very  limited  and  much  work  is  required  to  obtain  a 
supply  from  these  resources  if  any  considerable  quantity 
is  required.  On  the  other  hand,  if  land  is  plou^ed,  pre- 
pared and  sowed  to  wheat  several  months  before  there 
is  a  scarcity  of  food,  a  much  larger  amount  of  food  is 
produced,  and  at  a  much  less  expenditure  of  labour. 
Again,  a  supply  of  cloth  being  essential,  a  much  larger 
quantity  can  be  obtained  for  the  same  labour  if,  pre- 
vious to  the  time  when  it  is  required,  a  part  of  the 
labour  has  been  employed  to  prepare  machines  on  which 
the  cloth  can  be  woven."  * 

Now,  capital  consists  of  things  which  are  produced  by 
labor,  and  which  satisfy  wants  after  an  interval  of  time; 
and  all  labor  has  for  its  object  the  satisfaction  of  wants; 
therefore,  labor  which  will  not  satisfy  wants  until  a 
future  time  is,  in  reality,  devoted  to  the  production  of 
capital.  '  What  the  accumulator  of  capital  does  for 
society  is  to  enable  —  or  compel  —  people  to  labor  for 
the  sake  of  future  benefits,  whereas  without  him  they 
would  be  inclined  to  devote  all  their  labor  to  the  satis- 
faction of  immediate  wants.  The  final  result  of  his 
intervention  is  that  society  has  its  wants  more  amply 
satisfied  with  far  less  labor  than  would  be  necessary  if 
production  were  carried  on  without  capital.  The  possi- 
bility of  interest  is  thus  accounted  for. 

1  8.  N.  Patten,  The  Fundamental  Ideal  of  Capital,  yol.  iii  of  this  Journal,  p.  IM. 
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II 

The  actual  benefit  derived  from  the  employment  of 
capital  in  any  particular  instance  could  be  ascertained 
in  the  following  way.  If  we  could  measure  the  labor 
expended  in  any  preparatory  operation;  for  example, 
in  making  a  particular  machine,  and  also  measure  the 
labor  saved  by  this  machine  —  that  is,  the  difference 
between  the  labor  required  to  produce  a  given  com- 
modity with  the  machine  and  the  labor  which  would 
have  been  required  without  it  —  we  shall  know  what 
return  is  yielded  by  the  labor  expended  in  the  prepara- 
tory operation  in  this  instance. 

It  is  often  impossible  to  determine  where  the  prepara- 
tory labor  ends  and  where  the  labor  immediately  nec- 
essary for  consumption  commences.  Often  the  very 
same  operation  is  necessary  for  consumption  in  the 
present  and  preparation  for  the  future.  Further,  nearly 
all  operations  require  tools,  the  fruit  of  previous  labor, 
which  must  accordingly  be  credited  with  a  part  of  the 
gross  result.  As  far  as  possible  both  these  difficulties 
are  avoided  in  the  following  illustration. 

Suppose  some  villagers  dwell  near  a  practically  inex- 
haustible oyster  bed,  from  which  they  can  supply  them- 
selves by  direct  labor,  without  tools.  If  one  man  builds 
a  fishery  of  brushwood  (for  which  he  would  require  no 
tools  worth  taking  into  account,^  he  will  probably  be 
able  to  repair  the  fishery  completely,  and  catch  as  many 
fish  as  are  in  his  estimation  equivalent  to  the  oysters  he 
gathered  before,  with  less  labor  than  would  be  neces- 
sary to  obtain  the  latter.  The  labor  thus  saved,  ex- 
pressed as  a  percentage  of  that  required  to  build  the 
fishery,  will  give  the  rate  of  interest  yielded  by  the  labor 

I  OB  both  shofM  of  the  Bi'Tcr  St  Lawnnoe,  below  QuebM. 
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thus  invested.  The  fishery  being  everlastings  the  return 
will  be  perpetual.  It  may  be  assumed  for  the  preset 
that  the  man  will  eat  either  fish  or  oysters  indifferently, 
but  that  his  desire  for  either  is  limited  and  remains 
unchanged.  If  all  capital  be  similar  to  such  a  fishery, 
the  fact  that  it  earns  interest  should  excite  no  surprise. 

The  causes  affecting  the  rate  of  interest  may  be  illus- 
trated under  the  same  hypothetical  conditions,  and  the 
fact  that  it  never  sinks  to  zero  accounted  for. 

If  the  beach  available  for  such  fisheries  were  limited, 
their  number  could  not  increase  indefinitely  without 
making  fish  harder  to  catch.  If  some  sites  were  superior 
to  others,  the  men  who  occupied  the  former  would 
obtain  an  extra  return  which  must  be  classed  as  rent. 
If  all  sites  were  equally  advantageous,  it  is  evident  that 
after  a  certain  point  the  number  of  fish  caught  by  means 
of  the  fishery  in  a  day's  labor,  or  the  niunber  of  days' 
labor  required  to  catch  a  given  quantity  of  fish,  will  vary 
inversely  with  the  number  of  fisheries  in  use.  Since  all 
the  fisheries  are  supposed  interchangeable,  the  last  one 
built  would  represent  the  marginal  increment  of  capital, 
and  its  returns  would,  in  the  absence  of  other  circum- 
stances, fix  the  rate  of  interest  in  the  village. 

If  every  fishery  were  worked  by  its  owner,  no  one 
might  be  aware  that  they  were  yielding  interest.  But 
if  fisheries  were  loaned,  interest  would  be  paid.  For,  if 
fisheries  are  freely  reproducible  in  a  short  time,  their 
capital  value  would  be  fixed  by  that  of  the  labor  required 
to  build  them;  but  their  annual  value  would  be  equal 
to  that  of  the  labor  they  saved.  The  number  of  days 
required  to  gather  the  desired  supply  of  oysters  would 
be  the  standard,  for  the  men  without  fisheries  would 
continue  to  labor  in  this  way. 

Suppose,  now,  new  fishing  grounds  become  available, 
where  fisheries  are  no  harder  to  build,  but  where  the 
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desired  supply  of  fiah  could  be  caught  in  fewer  days  than 
had  been  necessary  on  the  original  beach.  The  returns 
obtained  from  labor  employed  in  building  fisheries  under 
the  new  conditions  would  fix  the  general  rate,  and  the 
capital  value  of  the  old  fisheries  would  fall  till  they 
yielded  the  same  proportional  retmn  as  the  new.  This 
would  amount  to  a  rise  in  the  rate  of  interest. 

But  even  if  the  beach  available  for  fisheries  were 
unlimited,  their  returns  would  tend  to  fall.  Without  a 
fishery  we  may  suppose  every  man  to  have  worked  for 
one  hundred  days  a  year  at  gathering  oysters.  The 
first  fishery  may  save  its  owner  fifty  days.  Now,  a 
second  fishery  may  enable  him  to  catch  more  fish  in  a 
day  than  he  could  with  only  one,  but  it  cannot  save  him 
fifty  days  also,  for  that  would  mean  his  catching  his 
supply  of  fish,  and  keeping  both  fisheries  in  repair, 
without  any  labor  whatever.  Yet  a  saving  of  fifty 
days  would  be  necessary  if  the  second  fishery  were  to 
yield  the  same  return  on  the  labor  expended  in  build- 
ing it.  In  other  words,  after  a  certain  point,  additional 
fisheries  will  yield  diminishing  returns,  whether  or  not 
space  is  limited. 

Again,  suppose  an  invention  by  which  a  fishery  yield- 
ing a  greater  return  can  be  built  with  the  same  amount 
of  labor,  or  a  fishery  yielding  the  same  return  can  be 
built  with  less  labor;  in  this  case  also  the  capital  value 
of  the  old  fisheries  would  fall,  and  the  general  rate  of 
interest  rise.  Eventually,  however,  it  would  tend,  as 
before,  to  fall  owing  to  the  multiplication  of  fisheries. 
No  single  invention  could  be  a  permanent  cause  of  high 
interest. 

The  rate  of  interest  is  thus  shown  to  be  reduced  by  an 
increase  in  the  number  of  fisheries,  and  raised  tempo- 
rarily, but  not  necessarily  in  the  long  run,  by  the  opening 
up  of  new  fishing  grounds,  and  by  inventions. 
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The  greater  the  number  of  fisheries,  and  the  greater 
the  return  obtained  from  each,  the  more  labor  will  be  set 
free;  and,  if  this  labor  be  spent  in  building  additional 
fisheries,  the  faster  these  will  multiply.  We  could 
imagine  such  a  number  being  made  that  the  rate  of 
interest  would  fall  to  zero.  Probably  this  stage  would 
never  be  reached,  for  the  villagers  would  prefar  one 
hundred  days  present  leisure  to,  say,  four  days  leisure 
annually  for  aU  future  years,  and  this  would  keep  the 
rate  of  interest  at,  let  us  suppose,  5  per  cent.  Just  what 
the  rate  would  become  would  depend  on  the  intensity  of 
the  villagers'  desire  for  present  leisure,  and  the  rate  at 
which  they  discount  the  future.^ 

The  intensity  of  the  villagers'  desire  for  fish  would  also 
affect  the  rate  of  interest.  In  this  connection  an  answer 
will  be  given  to  the  criticism  which  B5hm-Bawerk 
brings  against  productivity  theories  —  that  they  fail  to 
explain  surplus  value.* 

Hitherto  it  has  been  assumed  that  fish  and  oysters 
would  satisfy  the  same  wants,  and  that  the  total  con- 
sumption of  both  together  was  constant.  We  shall  now 
discontinue  this  hypothesis,  and  assume  instead  that  the 
total  expenditure  of  labor  is  constant.  In  that  case,  the 
advantage  of  a  fishery  would  be  that  it  would  enable  a 
man,  expending  a  given  amount  of  labor,  to  catch  a 
number  of  pounds  of  fish  larger  than  the  number  of 
pounds  of  oysters  obtainable  by  a  man  without  a  fish- 
ery, with  the  same  expenditure  of  labor.  The  return 
yielded  by  a  fishery,  then,  would  depend  on  the  value  of 
this  surplus  in  the  quantity  of  fish,  which  would  be  deter- 
mined by  the  rate  at  which  the  value  of  fish,  measured 
in  oysters,  would  fall  owing  to  the  increase  in  the  supply; 

>  Thia  part  of  the  Mgument  is  the  oatoome  of  •  sutfwtion  of  VttAtmoi  TkiHaic's. 
It  Memt  to  be  in  •treemeiit  with  Prtrfewor  Fleher's  theoiy  ncftrdiac  pcefemioe  for 
pment  over  future  goods. 

•  C^)itsl  mud  Interest.  Bk.  II. 
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in  other  words,  on  the  elasticity  of  the  demand  for  fish, 
or  on  the  intensity  of  the  villagers'  desire  for  that  article 
of  diet.  If  the  physical  productivity  of  the  fisheries  was 
given,  the  general  rate  of  interest  would  vary  directly 
with  the  intensity  of  the  community's  desire  for  their 
product. 

This  cause,  which  below  will  be  referred  to  generally 
as  the  intensity  of  wants,  is  thus  shown  to  affect  the  rate 
of  interest  if  the  supply  of  fish  is  given,  but  it  would  also 
affect  the  number  of  fish  caught  and,  through  that,  the 
number  of  fisheries  which  would  be  built.  For,  the  more 
fish  our  villagers  desire  to  consume,  the  more  labor  will 
be  devoted  to  catching  them,  and  hence,  if  the  amount 
of  leisure  enjoyed  remains  constant,  the  less  labor  can  be 
devoted  to  the  construction  of  additional  fisheries.  It 
follows  that  the  more  intense  the  villagers'  desire  for 
fish,  the  less  will  be  the  tendency  for  the  rate  of  interest 
to  fall  owing  to  an  increase  in  the  supply  of  fisheries. 

It  may  therefore  be  stated  that  the  rate  of  interest  will 
tend  to  vary  with  the  intensity  of  the  villagers'  desire 
both  for  leisure  and  for  fish. 

The  main  contentions  of  the  present  essay  have  now 
been  indicated.  In  what  follows  the  foregoing  reasoning 
will  be  applied  generally. 

Ill 

It  was  provisionally  stated  above  that  capital  should 
be  measured  in  terms  of  value  multiplied  by  time.  But 
the  difficulty  with  this  is  that  the  value  of  capital  de- 
pends on  the  rate  of  interest.  That  is  to  say,  if  the 
income  from  a  certain  set  of  capital  goods  is  given,  their 
value  will  vary  inversely  with  the  rate  of  interest. 

There  are  cases,  however,  in  which  the  above  method 
of  measuring  capital  would  be  correct.   Of  freely  repro- 
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ducible  goods  the  value  conforms  in  the  long  run  to  their 
cost  of  production.  The  rate  of  interest  generally  affects 
the  cost  of  production,  because  more  capital  is  required 
in  the  making  of  some  goods  than  of  otiiers;  that  is  to 
say,  the  labor  is  differently  distributed  in  point  of  time. 
In  some  cases,  however,  this  does  not  happen.  Certain 
goods  may  exchange  in  direct  proportion  to  the  labor 
required  to  produce  them,  and  their  relative  values  may 
not  be  affected  by  changes  in  the  rate  of  interest.  In 
these  circimistances,  capital  could  with  perfect  accuracy 
be  measured  in  terms  of  its  value  multiplied  by  the  time 
intervening  between  the  moment  when  the  outlay  was 
incurred,  and  the  moment  when  the  capital  has  rendered 
all  the  services  of  which  it  is  capable.^ 

But  the  quantity  of  capital  must  be  expressed  by  a 
method  which  will  apply  not  only  to  some  cases  but  to 
all.  Such  a  method  will  suggest  itself  if  the  foregoing 
reasoning  is  carried  a  step  farther. 

All  capital  is  the  result  of  labor.  All  labor  may  be 
said  to  have  for  its  object  the  satisfaction  of  wants,  but 
capital  satisfies  wants  only  after  an  interval  of  time.  A 
given  quantity  of  capital,  then,  means  a  given  quantity 
of  labor  which  will  not  finally  result  in  satisfactions  until 
after  a  given  interval  of  time.  The  essentials  of  capital 
are  labor  and  time,  and  an  increase  in  either  of  these, 
the  other  being  constant,  or  in  both  together,  would 
constitute  an  increase  in  the  quantity  of  capital.  It  is 
important  to  notice  that  some  interval  of  time  must 
elapse  between  the  completion  of  the  labor  and  the 
enjoyment  of  its  result;  otherwise  the  product  of  the 
labor  would  not  be  capital  (as  that  word  is  defined 
above)  but  only  wealth. 

The  circumstances  affecting  the  demand  for  capital 
will  first  be  considered.     But  in  this  coimection  the 

t  Sec  John  B»e,  New  Prin«ipla»  of  Politiiml  Eoonomy,  Bk.  n,  fptdaBy  thmpB.  i  nd 
ii. 
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idea  conveyed  by  the  word  demand  requires  careful 
analysis. 

Demand  is  defined  by  a  recent  writer  ^  as  "  e£fective 
desire,  that  is,  desire  coupled  with  the  ability  to  pay  the 
ciurent  price  for  the  desired  object."  Dr.  Marshall 
writes,  ^^  When  we  say  that  a  person's  demand  for  any- 
thing increases,  we  mean  that  he  will  buy  more  of  it 
than  he  would  before  at  the  same  price,  and  that  he  will 
buy  as  much  of  it  as  before  at  a  higher  price."  *  Now, 
if  he  would  pay  the  higher  price  for  a  smaller  quantity 
than  before,  would  not  his  demand  be  increased  in  that 
case  also  ?  His  demand  might  be  said  to  consist  in  the 
price  he  offers,  and  not  in  the  quantity  He  desires,  for 
any  person's  desire  for  a  thing  that  has  value  is  infinite. 
In  other  words,  the  demand  for  any  commodity  could  be 
conceived  to  have  nothing  to  do  with  the  quantity  of 
that  commodity,  but  might  refer  solely  to  the  quantity 
of  other  commodities,  or  rather  the  value,  which  is 
offered  in  exchange  for  it.  The  same  thing  applies  to 
capital.  The  demand  for  capital  might  be  said  to  consist 
simply  of  the  amount  of  interest  it  can  earn. 

'^  At  any  given  period  the  rate  of  return  on  capital 
depends  on  the  gain  in  productiveness  from  the  least 
effective  part  of  the  capital.  So  far  as  this  proposition 
is  concerned  there  seems  to  be  substantial  agreement 
among  modem  economists."  *  If  this  be  granted,  any 
circumstance  which  will  increase  the  advantage  attrib- 
utable to  the  last  instalment  of  capital,  without  neces- 
sitating a  proportional  diminution  in  its  amount,  will 
increase  the  demand  for  capital. 

The  first  circumstance  which  might  be  expected  to 
act  in  this  way  is  the  development  of  new  lands.    If  a 

>  H.  R.  Seager,  Principles  of  Eoonomics,  1 42. 

*  Principles  of  Economics,  Bk.  UI,  chap.  lii.  1 4. 

*  Tauflsic,  Principles  of  Economics,  chap.  XXZVm,  1 5. 
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new  country  containing  abundance  of  fertile  land,  like 
the  Canadian  Northwest,  is  opened  up  for  settlement^  a 
given  crop  can  be  ndsed  with  less  labor  in  it  than  would 
be  required  in  a  densely  populated  country  like  England. 
But  before  these  new  Imids  can  be  cultivated  much 
labor  must  be  spent  in  the  construction  of  buildings, 
railways,  etc.,  a  great  part  of  which  will  earn  nothing  for 
years,  and  which  wiU  not  render  aU  the  services  of  which 
it  is  capable  perhaps  for  centuries.  Nevertheless,  after 
sufficient  time  has  elapsed,  the  satisfactions  which  this 
labor  will  yield,  or  the  return  to  this  investment,  are 
much  greater  than  could  be  obtained  from  the  same 
outlay  in  England. 

If  an  interval  of  time  must  elapse  between  the  expen- 
diture of  labor  and  the  enjoyment  of  its  resiilt,  the  prod- 
uct of  that  labor  is  capital.  If  the  whole  productive 
process  obtains  a  greater  reward,  capital  must  reap  at 
least  part  of  the  benefit.  Wages  will  also  rise,  but  inas- 
much as  so  large  a  share  of  the  whole  product  must  be 
imputed  to  capital,  laborers  could  not  hope  to  engross 
the  whole  advantage  of  the  increased  return.  The  rate 
of  interest  would  therefore  tend  to  rise.  This  explains 
why  interest  is  always  high  in  new  countries. 

Inventions  are  the  second  of  the  circiunstances  which 
affect  the  demand  for  capital.  The  effect  of  every  suc- 
cessful invention  must  be  to  enable  the  same  labor  to 
produce  greater  returns,  or  less  labor  to  produce  the 
same  returns.  In  any  case  the  labor  will  become  more 
effective,  and  the  returns  greater  in  proportion  to  the 
outlay. 

The  chief  benefit  may  accrue  either  to  the  laborers  or 
to  the  owners  of  the  capital  employed  in  that  branch  of 
production.  If  the  effect  of  an  invention  is  to  increase 
the  time  which  must  elapse  between  the  expenditure  of 
the  labor  and  the  enjoyment  of  its  final  result,  it  might 


Digitized  by  VjOOQIC 


THE  NATURE  OF  INTEREST  561 

be  expected  that  the  owners  of  capital  would  reap  the 
whole  benefit  of  the  increased  return,  for  they  would  be 
placed  in  a  more  advantageous  position  in  competing 
with  those  who  endeavor  to  render  the  same  service 
directly,  with  the  aid  of  little  or  no  capital.  Electric 
tram-cars,  for  instance,  compete  more  effectively  with 
cabs  than  horse  cars  could  possibly  have  done. 

If  the  effect  of  the  invention  is  to  reduce  the  interval 
of  time  during  which  labor  must  wait  for  its  final  result, 
interest  might  be  expected  to  show  less  tendency  to  rise 
than  wages.  For,  in  the  absence  of  a  patent,  and  if  the 
process  were  not  kept  secret,  new  opportimities  would 
be  opened  to  those  who  could  afford  to  wait  but  a  short 
time  —  to  employ  but  little  capital  —  and  the  latter 
would  be  placed  in  a  better  position  to  compete  with 
those  who  rendered  the  same  service  by  means  of  a 
more  roundabout  process.  Inventions,  such  as  knitting 
machines,  which  enable  domestic  manufactures  to  com- 
pete with  goods  made  in  factories,  would  illustrate  this 
phenomenon.  The  tendency  in  this  case  also  might 
be  to  raise  interest,  but  the  effect  on  wages  would  be 
greater. 

Under  actual  conditions,  the  question  of  prices  must 
also  be  considered.  In  the  absence  of  a  patent,  these 
might  be  reduced  so  much  that  the  consumer  would  be 
the  only  one  to  benefit.  It  seems,  therefore,  futile  to 
attempt  to  forecast  the  effect  of  any  particular  invention 
on  interest  and  profits  in  general. 

These  observations  refer  to  the  proximate  effect  of 
inventions  on  interest.  Their  ultimate  effect  requires 
separate  consideration. 

For  the  present  we  shall  make  the  assumption  that  the 
aggr^ate  consumption  of  society  remains  constant. 
For  l»revity  the  single  word  ^*  consumption  "  is  used  as 
equivalent  to  what  Professor  Fisher  calls  "  enjoyable 
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objective  services/'  ^  and  includes  not  only  material 
goods  but  also  labor  of  every  kind  which  satisfies  wants 
directly  and  immediately.  It  is  synonymous  with  the 
whole  real  income  of  society,  and  is  the  final  object  of  all 
its  labor. 

If;  then,  the  aggregate  consumption  of  society  were 
constant,  it  is  evident  that  in  the  long  run  the  effect  of 
every  successful  invention  would  be  to  lessen  the  labor 
required  to  provide  for  this  consumption.  As  has  been 
pointed  out  by  Professor  Taussig,  the  effect  of  this 
might  be  that  people  would  have  more  leisure;  but  we 
may  assume  that  the  leisiu^  they  enjoy  also  remains 
constant,  and  that  everyone  continues  to  work  as  hard 
as  before.  Under  these  suppositions,  what  could  they 
work  at  ?  Not  the  satisfaction  of  inmiediate  wants, 
for  that  is  contrary  to  the  hyi)othesis  of  constant  con- 
sumption. They  must,  therefore,  spend  the  labor  saved 
by  tlie  invention  in  satisfying  future  wants,  that  is,  in 
producing  capital.  But  an  indefinite  increase  in  the 
supply  of  capital  must  lessen  the  return  to  the  last  instal- 
ment of  capital,  and  cause  a  decline  in  the  rate  of  in- 
terest. The  conclusion  is  that  if  consumption  were 
constant  and  people  allowed  themselves  no  more  leisure, 
the  ultimate  effect  of  any  single  invention  would  be  to 
reduce  the  rate  of  interest.  Only  a  succession  of  inven- 
tions would  keep  the  rate  of  interest  high  indefinitely. 

Exactly  the  same  reasoning  applies  to  the  opening  up 
of  new  countries.  Their  effect  on  the  rate  of  interest, 
both  inmiediately  and  ultimately,  will  be  the  same  as 
that  of  inventions. 

These  two  are  in  essence  different  phases  of  the  same 
general  phenomenon.  Invention  consists  in  the  dis- 
covery of  new  properties,  or  new  ways  of  utilizing  the 
properties  of  existing  materials.   The  opening  up  of  new 

>  The  Nature  of  CapiUl  and  Inoome,  chap.  X  1 1. 
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lands  consists  in  making  an  addition  to  the  stock  of 
materials  presently  available.  The  above  discussion, 
therefore;  has  shown  the  e£fect  of  an  increase  in  the 
supply  of  natural  objects,  which,  being  a  factor  in  the 
production  of  wealth,  constitute  a  third  essential  ele- 
ment of  capital.  And,  it  need  hardly  be  said,  inventions 
and  the  opening  up  of  new  lands  cannot  be  looked  upon 
as  an  exhaustive  list  of  influences  of  this  sort.  Any- 
thing which  increases  the  efficiency  of  labor  suddenly 
may  have  a  similar  effect. 

None  of  these  phenomena,  however,  can  be  r^arded 
as  offering  a  final  solution  of  the  problem  of  interest. 
While  their  immediate  effect  may  be  important,  it  is 
neutralized  after  a  certain  time  has  elapsed.  How  great 
will  be  that  immediate  effect,  and  how  much  time  will 
elapse  before  it  is  neutralized,  will  depend  on  other  cir- 
cumstances, to  the  investigation  of  which  we  now  pro- 
ceed. These  other  circumstances  are  the  permanent  and 
ultimate  forces  acting  on  the  rate  of  interest  and 
accounting  for  its  continued  existence.  They  act  inde- 
pendently of  new  discoveries,  which  may  therefore  from 
now  on  be  disr^arded. 

The  third  circumstance  which  may  affect  the  demand 
for  capital  is  variations  in  the  intensity  of  wants.  It  is  a 
commonplace  that  people's  desires  for  some  things  are 
more  intense  than  their  desires  for  others;  and  that  any 
person's  desire  for  a  particular  thing  is  more  intense  at 
one  time  than  at  another.  Is  it  not  possible  that  there 
might  be  an  increase  in  the  intensity  of  every  person's 
desire  for  things  in  general  ?  Such  would  be  the  con- 
sequence, for  instance,  of  a  spread  of  the  spirit  of  reck- 
lessness and  extravagance.  Wants  in  this  connection 
are  intended  to  refer  to  the  present;  ^  and  it  may  be  laid 

1  The  intooflity  of  wants  thus  eonoponds  to  ProfMior  FUmt's  "  time-pMfaraiM  '* 
(Tike  Bate  ol  Interest,  o]u4;>*0)*  Neitlier  the  one  nor  the  other  oould  infloenee  the  rate  ol 
ialacst  eseept  by  affecting  present  oonsumption. 
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down  as  a  general  proposition  that,  the  more  intense  are 
people's  wants,  the  more  they  will  consume.  Variations 
in  the  intensity  of  wants  thus  become  synonymous  with 
variations  in  consumption;  for  the  intensity  of  wants 
can  be  measured,  and  can  be  conceived  to  affect  the  rate 
of  interest,  only  by  their  effect  on  actual  consumption. 

Let  us  consider  the  effect  of  a  general  and  fairly  sud- 
den increase  in  the  intensity  of  wants.  It  means  that 
more  direct  service  and  inmiediately  consumable  com- 
modities are  demanded.  But  the  stock  of  these  on  hand 
at  any  given  time  is  not  indefinitely  extensible.^  If  it 
were  perfectly  rigid,  it  would  seem  certain  that  the 
prices  of  the  existing  supply  would  rise.  This  supply 
might,  however,  be  increased  without  a  rise  in  prices; 
but  that  can  be  done,  in  general,  only  by  making  inroads 
on  the  stock  which  was  originally  destined  for  future 
consumption.  Supposing  wants  to  continue  to  increase, 
or  even  to  remain  constant  at  the  higher  level,  a  scarcity 
must  shortly  be  felt,  relatively  to  the  demand,  and  prices 
would  rise.  Exactly  where  the  rise  would  first  be  felt 
would  depend,  it  seems  to  me,  on  the  relative  bai^aining 
capacity  of  producers,  traders,  and  consiuners.  Very 
likely  ^'materials"  and  goods  nearly  but  not  quite 
ready  for  the  consumer  would  be  the  first  to  rise  in  price, 
and  the  prices  of  ^'  foods  "  and  goods  inmiediately  con- 
sumable would  follow  the  former.  It  seems,  however, 
impossible  to  escape  the  conclusion  that  an  increase  in 
the  intensity  of  wants  would  cause  a  rise  in  the  prices  of 
immediately  consumable  goods  and  services. 

A  general  rise  in  all  prices  is  not  a  necessary  conse- 
quence. The  rise  in  the  prices  of  the  above  kinds  of 
goods  and  services  would  only  be  relative  to  those  of 
such  goods  as  could  not  be  consimied  till  after  a  con- 
siderable time  had  elapsed.    If  the  general  price  level  is 

1  See  T»u«ic.  Wages  and  Capital,  pp.  67.  88-00. 
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fixed  within  narrow  limits  by  the  quantity  of  money  in 
circulation,  the  prices  of  the  latter  goods  might  fall  to 
counterbalance  the  rise  in  the  prices  of  the  former.  If 
so,  that  would  amount  to  a  rise  in  the  rate  of  interest, 
for  the  premiiun  in  value  of  present  over  future  goods 
would  be  increased. 

There  is  another  ground  on  which  an  increase  in  the 
intensity  of  wants  might  be  expected  to  cause  a  rise  in 
the  rate  of  interest.  If  a  lai^er  quantity  of  immediately 
consumable  goods  is  demanded,  more  will  presumably 
be  sold.  Then,  provided  only  that  their  prices  do  not 
fall,  the  profits  obtained  by  the  owners  of  existing  capi- 
tal must  rise  also.  It  is  true  that  money  wages  would 
increase,  but  chiefly  those  of  laborers  who  satisfied 
wants  directly.  Laborers  who  cooperate  in  production 
with  a  great  deal  of  capital  could  not  hope  to  reap  the 
whole  benefit  of  the  larger  gross  receipts,  for  the  specific 
productivity  of  the  last  instalment  of  capital  —  the  out- 
put of  each  machine  employed  in  manufacture  —  would 
be  augmented. 

If  the  rate  of  interest  rises  owing  to  an  increase  in  the 
intensity  of  wants,  a  decrease  in  their  intensity  would 
tend  to  cause  the  rate  to  fall.  No  further  attempt  will 
be  made  to  prove  this  proposition.  It  appears  to  be  the 
exact  converse  of  the  first,  and  all  the  phenomena  might 
be  expected  to  act  in  exactly  the  opposite  direction.^ 
We  may  therefore  state  as  our  first  general  conclusion 
that  the  rate  of  interest  tends  to  vary  with  the  intensity 
of  wants  or,  what  amoimts  to  the  same  thing,  with  the 
total  quantity  of  commodities  consumed  and  of  services 
enjoyed. 

It  may  be  objected  to  the  above  reasoning  that  it  pro- 
ceeds upon  the  assumption  that  the  total  quantity  of 

1  See  Tknang,  PrinoipleB  of  Economios,  oh»p.  41,  on  '*  Orenvoduotion  and  Over- 
inveBtment." 
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capital  will  not  increase.  Now^  it  may  be  asked,  if  a 
greater  quantity  of  goods  than  before  can  be  sold  at  the 
same  or  higher  prices,  and  if  the  employment  of  capital 
becomes  more  profitable  in  consequence,  will  not  the 
supply  of  capital  be  increased,  so  that  the  advantage  of 
the  marginal  instahnent  will  be  diminished,  and  the  rate 
of  interest  fall  ?  It  might  even  be  contended  that  the 
supply  of  consiunable  goods  would  be  increased  so  much 
that  their  prices  would  fall  to  their  former  level,  which 
would  be  a  further  force  tending  to  depress  the  rate  of 
interest.  The  reply  to  this  is,  that  an  increase  in  the 
intensity  of  wants  must  involve  an  increase  in  the  quan- 
tity of  goods  and  services  consumed,  and  by  itself  could 
not  possibly  lead  to  an  increase  in  the  supply  of  capital, 
but  must  on  the  contrary  tend  to  diminish  it.  Only 
one  circumstance  could  counterbalance  this  tendency; 
and  in  this  circumstance  will  be  found  the  remaining 
important  factor  influencing  the  rate  of  interest. 

As  capital  is  conceived  in  the  present  essay,  it  is  partly 
in  the  hands  of  consiuners,  partly  in  those  of  producers. 
As  regards  consumers,  it  is  obvious  that,  while  their 
incomes  remain  the  same,  the  more  they  spend  in  satis- 
fying immediate  wants,  the  less  they  can  save  to  provide 
for  the  futmre.  Therefore,  so  far  as  consumers  are  con- 
cerned, the  supply  of  capital  wiU  tend  to  vary  inversely 
with  their  immediate  consumption. 

The  same  conclusion  can  be  reached  as  regards  pro- 
ducers. If  the  supply  of  capital  is  given,  the  only  way 
in  which  present  consumption  can  be  increased  is  by 
increasing  the  amoimt  of  labor  devoted  to  satisfying 
wants  immediately.  But  the  total  amoimt  of  labor  of 
which  any  conmumity  is  capable  —  the  gross  annual 
product — is  not  xmlimited.  If  we  assiune  it  to  be  con- 
stant, the  more  labor  is  devoted  to  satisfying  wants 
immediately,  the  less  can  be  devoted  to  the  production 
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of  capital,  with  the  object  of  satisfying  wants  in  the 
future,  and  the  smaller  will  be  the  futiure  supply  of 
capital. 

As  regards  both  consumers  and  producers  therefore 
(if  we  assimie  the  total  quantity  of  labor  expended  to 
remain  constant)  in  the  long  run  the  supply  of  capital 
will  vary  inversely  with  consumption. 

Just  as  an  increase  in  the  supply  of  capital  will  tend  to 
cause  a  fall  in  the  rate  of  interest,  so  an  indefinite  shrink- 
age would  cause  it  to  rise,  whence  it  follows  that  the  rate 
of  interest  tends  to  vary  inversely  with  the  supply  of 
capital.  Accordingly,  the  proposition  that  the  rate  of 
interest  tends  to  vary  directly  with  the  aggregate  con- 
sumption of  society  is  not  invalidated,  but  is  given  a 
further  ground  to  rest  on.^ 

It  remains  to  investigate  the  important  influence 
tending  to  prevent  a  rise  in  the  rate  of  interest,  and  of 
prices,  owing  to  increased  consumption.  The  proposi- 
tion that  the  rate  of  interest  tends  to  vary  with  the 
intensity  of  wants  is  only  valid  upon  the  assiunption 
that  the  total  quantity  of  labor  expended  by  the  whole 
of  the  commimity  is  constant.  This  cannot  normally  be 
the  case,  for  an  active  demand  stimulates  trade  activity, 
and  induces  those  who  supply  the  market  to  expend 
more  labor  in  the  task.  It  is  now  necessary  to  define  a 
little  more  precisely  what  is  meant  by  an  increase  in  the 
quantity  of  labor  expended,  and  what  will  be  the  effect 
of  such  an  increase  on  the  rate  of  interest.* 

The  total  quantity  of  labor  of  which  any  given  com- 
munity is  capable  depends  upon  the  niunber  of  persons 

1  lUrertiiig  to  the  poanbla  effects  of  sew  disooTvrics,  it  la  evident  thfttin^ 
win  inoraaae  the  inteiMity  of  wants,  or  rather,  what  amounts  to  the  same  thing,  will 
create  new  desiras.  Hie  invention  of  motor  can,  and  the  importation  into  Europe  of 
diamonds  from  South  Africa  and  of  tobaceo  from  America,  have  caused  a  teneral  increase 
in  the  consumption  of  such  artidea,  and  in  the  resources  devoted  to  their  production. 
In  so  far,  therefore,  new  discoreries  have  a  permanent  and  ultimate  as  well  as  an  imme- 
diate tendency  to  laise  the  rate  of  interest.   Probably  this  hM  been  their  teneral  effect. 

*  In  the  following  reasmiing  I  am  aided  by  a  suggestion  from  Professor  Tauseig. 
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composing  it  who  are  able  to  work,  and  on  the  physical, 
mental,  and  moral  qualities  of  each.  Any  in vestigation 
into  the  causes  which  may  determine  these  circum- 
stances clearly  lies  beyond  the  scope  of  the  present 
inquiry.  It  is  necessary  to  assume  that  the  general 
character  of  the  population  remains  the  same. 

The  total  quantity  of  labor  which  any  population  will 
actiially  expend  during  a  given  period,  a  year  for  ex- 
ample, depends  in  the  first  place  on  the  total  amount  of 
time  devoted  to  labor.  That  is,  it  depends  on  the  num- 
ber of  hours  in  a  day  and  of  days  in  the  year  during 
which  each  of  its  members  works.  For  each  man,  there- 
fore, it  varies  inversely  with  the  amoimt  of  leisure  he 
allows  himself  •  The  term"  labor ''is  of  course  intended 
to  include  not  only  manual  labor  but  all  forms  of  clerical 
and  intellectual  labor  as  well.  We  may  therefore  con- 
clude that,  other  things  being  equal,  the  total  quantity 
of  labor  expended  varies  inversely  with  the  total  amount 
of  leismre  enjoyed. 

If  the  time  actually  spent  in  labor  is  given,  the  quan- 
tity of  labor  will  depend  on  the  intensity,  dexterity,  and 
intelligence  with  which  that  labor  is  applied;  in  other 
words,  on  the  efficiency  of  labor.  The  measmrement 
must  in  this  connection  be  objective,  as  only  thus  can  it 
have  any  application  to  the  present  reasoning.  It  may 
therefore  be  stated  that  the  total  quantity  of  labor 
expended  by  any  population  in  a  given  time  varies 
directly  with  the  efficiency  of  their  labor,  and  inversely 
with  the  amount  of  leisure  they  allow  themselves. 

It  is  now  necessary  to  consider  briefly  the  effects  of  an 
increase  in  the  total  quantity  of  labor  expended.  Sup- 
posing total  consumption  to  remain  constant,  the  quan- 
tity of  labor  which  must  be  expended  in  the  immediate 
and  direct  satisfaction  of  present  wants  also  remains 
constant.     Therefore,  if  the  total  quantity  of  labor 
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expended  by  the  community  is  increased,  more  labor 
must  be  devoted  to  satisfying  future  wants,  in  other 
words,  to  the  production  of  capital.  Accordingly,  if 
consiunption  remains  the  same,  the  supply  of  capital  will 
vary  with  the  quantity  of  labor  expended.  But  it  will 
not,  I  think,  be  disputed  that  under  the  same  assump^ 
tion  the  rate  of  interest  would  vary  inversely  with  the 
supply  of  capital.  Recalling  what  was  established  above 
as  to  the  effect  of  variations  in  consumption,  it  becomes 
possible  to  formulate  the  conclusions  of  this  essay  in  the 
single  proposition  —  the  rate  of  interest  tends  to  vary 
directly  with  the  aggregate  consumption  of  society,  and 
with  the  amount  of  leisure  which  people  allow  them- 
selves,^ and  inversely  with  the  general  efficiency  of 
labor.* 

To  summarize  my  conclusions:  in  the  view  here  pre- 
sented all  capital  consists  essentially  of  labor-saving 
devices.  Capital  yields  interest  because  a  given  product 
can  be  turned  out  with  less  labor  with  the  aid  of  capital 
than  would  be  necessary  without  this  aid.  That  is 
equivalent  to  saying  that  the  same  labor  can  turn  out  a 
larger  product  with  capital  than  without,  which  is  the 
result  arrived  at  by  those  who  support  the  productivity 
theory. 

Professor  Carver  gives  an  able  presentation  of  this 
view.*  But  he  goes  on  to  point  out  that  if  the  supply  of 
capital  increased  indefinitely,  interest  would  sink  to 
zero.  What,  then,  prevents  capital  from  increasing  up 
to  this  point  ?    He  answers  that  question  as  follows: 

1  As  this  proposition  was  oiicixutUy  oonoeiyed,  the  slement  of  ieisure  was  omitted. 
Its  induBioii  is  due  to  Professor  Tsuasag's  suggestion. 

>  As  to  new  disooveries,  the  above  observations  must  now  be  further  qualified.  In 
addition  to  saving  labor  th«y  may  increase  its  efficiency.  This  would  be  the  usual  efleet 
of  anything  which  creates  new  or  more  intense  desires,  for  it  offers  new  motives  for 
exertion;  and  increased  consumption  may  also  increase  the  general  cspaeity  for  labor. 
For  this  reason,  some  new  discoveries  msy  hsve  a  stronger  tendency  to  reduce  the  rats 
of  interest  than  to  raise  it. 

•  The  Distribution  of  Wealth,  chsp.  6. 
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'^  Such  a  check  is  found  in  the  conjunction  of  two  facts : 
first,  the  owner  of  capital  must  wait  for  its  earnings  to 
come  in;  second,  as  a  rule,  men  do  not  like  to  wait/'  ^ 
In  his  application  of  this  he  seems  to  regard  waiting  as, 
in  some  sort,  a  conscious  process. 

While  it  is  quite  true  that,  in  general,  people  are 
anxious  to  reap  the  reward  of  their  labor  as  soon  as  pos- 
sible, it  does  not  seem  necessary  to  regard  labor  as  a 
separate  factor  of  production,  llie  answer  to  this  ques- 
tion suggested  by  the  present  essay  would  be  that  capi- 
tal is  always  able  to  earn  interest  simply  because  people 
work  so  little  and  consume  so  much. 

A.  F.  McGouN. 

Wbstmount,  p.  Q.,  Canada. 

>  The  Distributioii  of  Wealth,  p.  228. 
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MARKETING  AGENCIES  BETWEEN 
MANUFACTURER  AND  JOBBER 

SUMMARY 

I.  Introductory.  Reasons  why  manufacturers  employ  intermediaiieB 
to  reach  jobbers,  571.  —  Distinguishing  features  of  commission  houses, 
manufacturers'  agents,  and  brokers,  574.  —  II.  Commission  houses  in 
the  textile  trades,  576.  —  III.  Manufacturers'  agents  and  purchasing 
agents  in  the  hardware  trade,  580.  —  IV.  Manufacturers'  agents  in  the 
grocery  trade,  586.  —  V.  Brokers  in  the  grocery  trade,  580:  flour 
brokers,  591;  canned  goods  brokers,  594;  sugar  brokers,  596;  coffee 
brokers,  598.  —  Conclusion.  599. 

I.  Introductory 

In  his  Some  Problems  in  Market  DistribiUiort,  Mr. 
A.  W.  Shaw  describes  as  the  "  orthodox  type  in  distribu- 
tion/' the  marketing  of  goods  by  manufacturers  through 
selling  agents  to  jobbers^  and  thence  to  retailers,  and 
cites  the  textile  trades  as  an  example.^  He  further  ex- 
plains that  the  tendency  is  for  the  manuf actmrer  to  seU 
direct  to  jobbers,  thus  doing  away  with  the  services  of 
the  commission  house.  It  is  true  that  there  is  this 
tendency,  and  yet  the  use  of  an  intermediary  middleman 
between  producer  and  wholesaler  is  much  more  common 
than  is  usually  thought  and  occurs  in  a  number  of  im- 
portant trades.  FmiJiermore,  this  middleman  appears 
to  be  holding  his  own  to  a  surprising  extent,  and  there  is 
every  indication  that  he  will  continue  to  be  an  important 
factor  in  the  marketing  organization  for  an  indefinite 
future  period. 

This  class  of  middlemen  comprises  commission  houses 
(sometimes  known  as  selling  houses),  manufacturers' 

1  p.  72.    Cf .  also  Shftw'B  An  Approaoh  to  BuaineM  Problenw,  pp.  168  ff. 
67; 
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agents,  brokers,  and  purchasing  agents.  Conunission 
houses  are  common  in  the  cotton,  woolen,  and  silk 
goods  trades,  and  are  found  to  a  certain  extent  in  the 
hosiery  and  knit  goods  and  '^  notions ''  trades.  Manu- 
f  actiurers'  agents  are  common  in  the  grocery  and  hard- 
ware trades,  and  brokers  are  very  important  in  the 
grocery  trade.  An  interesting  form  of  the  piurchasing 
agent  is  foimd  in  the  hardware  trade.  Similar  middle- 
men appear  to  a  certain  extent  in  other  trades,  but  the 
reason  for  their  existence  and  their  methods  of  doing 
business  may  be  imderstood  by  studying  them  in  cour 
nection  with  the  three  trades  enumerated  above,  viz., 
textiles,  hardware,  and  groceries. 

The  reason  why  manuf  actmrers  have  middlemen  mar- 
ket their  goods  at  all  is  that  they,  the  middlemen,  can 
perform  the  marketing  f imctions  more  cheaply  than  can 
the  manufacturers  themselves.  Perhaps  tixe  principal 
reason  why  the  middleman  can  do  this  more  cheaply  is 
that  he  combines  the  outputs  of  a  number  of  manufac- 
turers, thereby  using  one  selling  organization  to  sell  a 
larger  number  of  different  goods,  or  a  larger  voliune  of 
similar  goods,  than  would  be  the  case  if  each  manufac- 
tmrer  had  his  own  sales  organization.  The  selling  ex- 
pense per  imit  of  goods  is  lower  when  one  salesman  can 
sell  a  line  of  goods  rather  than  a  single  product.  It  fol- 
lows that  the  large  manufacturer,  especially  if  he  makes 
a  line  of  different  articles,  can  often  afford  his  own  sales 
organization  —  sometimes  taking  over  even  the  jobber's 
fimctions,  and  selling  direct  to  retailers.  In  a  few  cases, 
manufacturers  even  sell  to  consiuners  through  their  own 
retail  stores. 

It  also  f oUows  that  the  small  manufacturer,  especially 
if  he  makes  a  single  product,  would  often  be  put  to  pro- 
hibitive expense  if  he  had  to  maintain  a  sales  depart- 
ment to  reach  the  thousands  of  retailers  all  over  the 
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country  —  and  for  the  same  reason  he  often  finds  it 
advantageous  to  use  a  middleman  even  to  reach  the  few 
hundreds  of  jobbers.  Other  considerations,  such  as 
need  of  financial  assistance  and  remoteness  from  trade 
centers,  also  enter  as  factors  which  often  make  it  desir- 
able for  manufacturers  to  employ  such  an  intermediary 
in  order  to  reach  jobbers. 

The  services  performed  by  commission  houses,  manu- 
facturers' agents,  and  brokers  can  best  be  understood  in 
a  general  way  by  reference  to  the  marketing  functions, 
which  are  asioUows:  assembling,  or  the  seeking  out  of 
commodities  from  various  sources,  making  business 
connections,  etc.;  storing,  or  the  holding  of  goods  at 
convenient  points;  financing,  or  the  giving  of  credit, 
making  loans  and  advances,  etc.;  assiunption  of  risks 
from  price  fluctuation,  deterioration,  style  changes,  etc. ; 
rearrangement,  or  the  sorting,  grading,  and  packing 
function;  selling  (which  includes  advertising);  and 
transportation  (the  most  important  f eatmre  of  which  is 
the  delivery  service).  It  appears  that  intermediaries 
between  manufactiurers  and  jobbers  perform  but  few  of 
these  functions.  They  rarely  store  commodities  for 
their  principals;  they  assume  but  little  risk,  because 
they  do  not  take  title  to  the  goods;  they  have  practi- 
cally no  sorting  and  grading  because  they  sell  in  large 
quantities  and  rarely  handle  the  goods  at  all;  and  they 
do  none  of  the  transporting.  This  leaves  the  actual  sell- 
ing of  the  goods,  which  is  their  most  important  function; 
financing,  which  is  important  in  the  textile  trades  but 
not  in  the  hardware  and  grocery  trades;  and  assembling 
which  they  perform  by  representing  manuf actmrers  who 
are  often  located  in  different  parts  of  the  country. 

The  pmrchasing  agent  is  fairly  distinct  from  the  other 
three  forms  of  middleman  described  here  because  he 
represents  buyers  rather  than  sellers,  but  it  is  rather 
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difficult  to  draw  clearly  the  lines  of  demarcation  between 
commission  houses,  manufacturers'  agents,  and  brokers, 
especially  as  they  merge  into  each  other  in  certain  cases. 

The  distinguishing  features  of  commission  houses, 
which  are  found  primarily  in  the  textile  trades,  appear  to 
be  as  follows:  They  generally  market  the  whole  output 
of  each  mill  that  they  represent  or  the  whole  output 
of  at  least  one  of  the  mill's  products,  such  as  its 
cotton  yam,  or  its  woven  fabrics;  their  financing  func- 
tion is  much  more  important  than  in  the  case  of  brokers 
and  manufacturers'  agents;  they  handle  goods  of  the 
same  kind  for  different  mills;  they  usually  have  more 
power  in  determining  the  price  at  which  goods  shall  be 
sold  than  do  the  other  two  kinds  of  middlemen;  they 
handle  goods  which  are  not  usually  branded  and  adver- 
tised; they  receive  their  compensation  in  the  form  of  a 
percentage  commission  on  sales;  they  often  perform  the 
additional  service  (which  may  be  considered  a  part  of 
the  selling  fimction)  of  furnishing  designs  for  the  mills, 
and  telling  them  what  fabrics  and  designs  to  run  through 
the  looms. 

The  distinguishing  features  of  the  manufacturers' 
agent,  who  is  found  in  the  hardware  and  grocery 
trades,  appear  to  be  as  follows:  They  more  commonly 
sell  for  their  clients  in  a  restricted,  tho  fairly  extensive, 
territory,  so  that  a  manufacturer  may  have  two  or  more 
agents  in  different  sections  of  the  coimtry  —  tho  there 
are  exceptions  to  this,  especially  in  the  hardware 
trade;  their  financing  fimction  is  unimportant  as  com- 
pared with  commission  houses,  inasmuch  as  they  rarely 
make  advances  to  or  otherwise  finance  manufacturers; 
they  handle  a  variety  of  goods  of  the  same  general  class, 
such  as  various  kinds  of  hardware,  but  they  sell  each 
particular  article  for  only  one  manufacturer ;  sometimes, 
especially  in  the  grocery  trade,  they  handle  branded  and 
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advertised  goods;  siinilar  to  commission  merchants, 
they  usually  receive  their  compensation  in  the  form  of  a 
percentage  commission,  but  sometimes  they  receive 
salaries  or  lump-sum-annual  payments,  and  not  infre- 
quently, flat  rates  per  package  of  goods  sold;  they 
usually  have  to  follow  the  prices  set  by  the  mills  rather 
than  enjoy  the  privilege  of  setting  prices  themselves. 

The  distinguishing  features  of  brokers,  at  least  as  they 
appear  in  the  grocery  trade,  are  as  follows:  Their  field 
of  activity  is  more  limited  than  in  the  case  of  commis- 
sion houses  and  manufacturers'  agents,  since  they  fre- 
quently sell  to  jobbers  only  in  the  city  where  they  are 
located;  the  "pure"  broker  does  not  represent  any 
particular  manufacturer,  but  places  his  orders  from  pur- 
chasers with  any  manufacturer  whom  he  may  select  at 
the  time  (there  is  a  tendency  for  so-called  brokers  to 
represent  definite  manufacturers  in  restricted  markets, 
as  will  be  pointed  out  below);  they  usually  have  no 
financing  function;  they  sell  the  same  kind  of  goods  for 
different  manufacturers;  they  handle  principally  unad- 
vertised  goods;  they  usually  receive  flat  rates  per 
package  or  per  carload,  rather  than  a  percentage  com- 
pensation; they  have  very  little  leeway  in  determining 
prices,  usually  having  to  get  them  "  confirmed  '^  by 
manufactmrers. 

The  foregoing  features  of  these  different  kinds  of 
middlemen  will  be  brought  out  more  clearly  in  the  de- 
tailed descriptions  that  foUow.  In  many  cases,  trade 
terminology  and  changing  methods  of  doing  business 
render  it  diflScult  to  distinguish  between  commission 
houses  and  manufacturers'  agents  on  the  one  hand,  and 
between  manufacturers'  agents  and  brokers  on  the  other. 
The  distinguishing  featmres  as  described  above  apply  to 
the  pure  types  of  these  three  kinds  of  middleman. 
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II.  Commission  Houses  in  the  Textile 
Trades 

The  commission  houses  in  the  cotton  and  woolen 
goods  trades  will  not  be  discussed  in  detail  in  this  place, 
because  they  have  been  admirably  described  by  others.* 
Brief  descriptions  drawn  largely  from  these  two  sources 
will  be  given,  however,  for  purposes  of  comparison. 

The  commission  house  or  selling  house  in  the  cotton 
and  woolen  goods  trades  developed  at  an  early  date, 
largely  because  of  financial  relations  with  the  mills. 
Many  of  the  first  commission  houses  had  previously 
been  engaged  in  the  import  trade  and  had  amassed  capi- 
tal and  established  credit  relations,  which  placed  them 
in  an  advantageous  position  to  finance  early  American 
mills.  The  principal  fimctions  of  these  selling  houses 
today  are  financing  the  mills  and  selling  their  goods.  In 
financing  they  employ  various  methods,  such  as  direct 
loans  to  mills,  endorsing  the  mill's  paper,  guaranteeing 
accounts,  buying  the  mill's  stocks  and  bonds,  and 
"  cashing  sales."  To  "  cash  sales  "  means  that  the  com- 
mission house  turns  over  to  the  mill  the  value  of  goods 
sold,  even  tho  the  buyers  of  the  goods  may  not  pay  until 
a  month  or  more  later.  In  the  silk  trade,  this  is  often 
done  at  the  end  of  each  month,  the  commission  house 
deducting  interest  until  the  date  when  accoimts  are 
payable.  Textiles  are  sold  on  fairly  long  terms,  so  that 
by  having  their  sales  "  cashed,"  the  mills  are  receiving 
their  money  long  before  payment  is  actually  made  by 
the  purchasers  of  the  goods. 

The  commission  house  in  the  textile  trade  is  usually 
the  sole  agent  for  each  mill  whose  goods  it  handles,  tho 
sometimes  a  mill  employs  two  selling  houses,  one  for  its 

>  See  CopelADd,  Cotton  Manufaoturinc  Industry  of  the  United  States,  ohap.  11,  and 
Cherington,  Wool  Industry  of  the  United  SUtes.  ohap.  7. 
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yam  or  tops,  and  one  for  its  fabrics.  A  selling  house 
usually  represents  from  five  to  fifteen  mills  —  sometimes 
a  larger  number.  The  same  house  often  sells  both  wool 
and  cotton  fabrics.  Most  of  these  conunission  houses 
have  their  main  offices  in  New  York,  but  many  of  them 
have  branches  in  other  large  cities.  They  have  regular 
sales  organizations  and  send  out  traveling  salesmen. 
They  sell  principally  to  jobbers  and  to  the  "  cutting 
up ''  trade  (clothing  manufacturers),  but  also  to  large 
retailers  (department  stores  and  mail  order  houses) 
to  a  certain  extent. 

In  addition  to  the  actual  sale  of  the  goods,  it  is  com- 
mon for  these  houses  to  furnish  designs  for  the  mills, 
and  to  instruct  the  mills  what  to  run  on  their  looms. 
Since  they  are  closely  in  touch  with  style  changes  and 
trade  conditions,  they  are  of  considerable  service  to  the 
mills  in  this  respect.  The  conmiission  varies  for  dif- 
ferent goods,  and  for  different  mills.  In  the  cotton 
goods  trade  it  is  about  1}  to  2  per  cent  for  northern 
mills,  and  from  3}  to  4  per  cent  for  southern  mills.  It 
is  higher  for  the  latter  because  of  the  greater  financial 
assistance  required,  and  the  greater  risk  involved. 
Many  of  the  northern  mills  have  become  so  strongly 
intrenched  financially  that  they  no  longer  need  the 
financial  assistance  of  the  selling  houses.  In  the  woolen 
industry,  the  commissions  run  from  2  per  cent  on  staples 
to  as  high  as  5  per  cent  on  '^  fancies.'' 

There  is  a  decided  tendency  for  the  larger  mills  to  do 
away  with  conmiission  houses,  establish  their  own  sell- 
ing organizations,  and  thereby  sell  '^  direct,"  (which 
means  direct  to  jobbers  and  the  cutting-up  trade).  In 
some  cases,  commission  houses  have  become  so  closely 
connected  with  mills  in  a  financial  way,  that  the  selling 
house  has  merely  been  transformed  into  the  sales  depart- 
ment of  the  manufacturing  company.    The  Amoskeag 


Digitized  by  VjOOQIC 


578  QUARTERLY  JOURNAL  OP  ECONOMICS 

Manufacturing  Company,  one  of  the  largest  manufac- 
turers of  cottons  and  worsteds  in  the  country,  furnishes 
an  interesting  example  of  this;  imtil  a  few  years  ago  it 
sold  through  a  selling  house  in  New  York,  but  the  two 
concerns  became  so  closely  connected  that  the  selling 
house  finally  gave  up  its  old  name,  and  became  a  part  of 
the  Amoskeag  Company  (the  sales  department)  without 
change  of  personnel.  In  the  woolen  and  worsted  goods 
trade,  direct  sale  became  much  more  important  when 
the  American  Woolen  Company  was  formed,  thus  com- 
bining in  one  sales  organization  the  outputs  of  some 
forty  miUs  that  had  previously  sold  through  commission 
houses.  To  be  sure,  the  American  Woolen  Company 
of  Massachusetts  (the  manufactiuing  company)  seUs 
through  the  American  Woolen  Company  of  New  York 
(the  selling  company)  on  a  conmiission  basis,  but  to  all 
intents  and  purposes  the  latter  is  the  sales  department  of 
the  former,  and  it  is  correct  to  say  that  the  American 
Woolen  Company  sells  "  direct.'* 

In  the  silk  goods  trade,  the  conmiission  house  occupies 
much  the  same  position  as  in  the  cotton  and  woolen 
goods  trades,  except  that  the  financing  function  is  per- 
haps a  little  more  difficult  to  perform,  the  selling  house 
is  more  apt  to  carry  a  stock  of  finished  goods,  and  the 
commissions  charged  are  higher.  That  the  financing 
function  is  more  difficult  to  perform  is  due  partially  to 
the  fact  that  there  are  a  great  many  small  silk  mills  of 
doubtful  financial  strength.  Raw  silk  is  sold  to  mills  on 
six  months'  time,  thus  enabling  manufacturers  to  make 
up  goods,  and  get  money  advances  from  their  selling 
houses  even  before  they  have  paid  for  their  raw  material. 
This  situation  makes  it  relatively  easy  for  men  with 
little  capital  to  start  silk  mills,  and  militates  against 
financial  stability  in  the  trade  at  large.  Furth^more, 
silk  fabrics  are  more  in  the  nature  of  ''  fancies  '*  than 
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cottons  and  woolens,  and  their  market  values  are  not  so 
definite;  hence  they  do  not  constitute  such  good 
security  for  the  basis  of  loans. 

The  commission  house  is  also  used  in  the  hosiery  and 
knit  goods  trade.  To  quote  from  a  recent  Government 
bulletin  on  the  knit  underwear  industry:  ^ 

Aoommission  house  will  take  all,  or  the  greater  part  of  the  output 
of  a  plant  and  will  receive  a  certain  oommiBgion,  usually  from  7}  to 
10  per  cent.  This  commission  covers  discount,  freight,  cartage, 
storage,  and  insurance,  the  manufacturer  having  no  further  respon- 
sibility in  regard  to  the  finished  goods.  The  commission  house  sells 
to  ]obb««  or  retailers  and  stands  all  discoimts,  etc.,  and  generally 
guarantees  the  account. 

A  similar  bulletin  on  the  hosiery  industry  shows  that 
out  of  seventy-three  estabUshments  studied,  only  three 
sold  through  commission  houses.' 

Not  only  is  the  commission  house  employed  by  man- 
ufacturers of  textiles,  but  also  by  manufacturers  of 
many  other  articles  that  reach  consumers  through  dry 
goods  stores.  These  articles  fall  principally  in  the  class 
known  as  '^  notions/'  but  comprise  some  that  would  be 
classed  as  toilet  articles.  They  comprise  such  things  as 
pins,  hair  pins,  buttons,  hose  supporters,  hooks  and  eyes, 
hair  brushes,  combs,  shaving  brushes,  etc.  Many  of 
these  articles  are  made  by  small  manufacturers  who  can- 
not market  them  efficiently  individually.  The  commis- 
sion house  sells  these  goods  principally  to  notions  jobbers 
and  dry  goods  jobbers.  The  tendency  is  for  this  class  of 
manufacturers  to  go  direct  when  fliey  become  large 
enough,  and  when  they  no  longer  need  the  financial 
assistance  of  the  conunission  house. 

There  are  only  four  or  five  commission  houses  of  this 
kind,  all  located  in  New  York,  but  they  do  a  consider- 

>  Boreftu  of  Foreign  and  DomeBtio  Commeroe,  MisodUneooa  Series,  No.  82,  p.  185. 
•  Ibid.,  No.  81,  p.  105. 
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able  business,  and  are  an  important  factor  in  this  trade. 
The  writer  has  obtained  information  from  only  one,  but 
its  methods  are  probably  fairly  typical.  It  represents 
about  forty  different  manufactiurers,  but  the  bulk  of  its 
business  is  done  with  half  of  these.  This  particular 
house  also  handles  knit  goods  (hosiery,  sweaters,  and 
imderwear),  but  this  combination  is  unusual,  and  is 
found  in  only  one  other  house.  It  handles  about  one 
hundred  different  items,  and  carries  the  same  line  for 
competing  factories  except  when  the  factory  gives  ex- 
clusive sale  to  the  commission  house,  in  which  case  it 
handles  the  line  for  only  the  one  manufacturer.  It 
finances  manufacturers  either  by  making  advances  on 
unsold  goods  (up  to  75  per  cent  of  value  in  some  cases), 
or  by  cashing  sales.  Goods  in  this  trade  are  sold  on 
ninety  days'  time  (2  per  cent  ten  days,  net  thirty,  with 
sixty  days  dating),  so  that  by  having  his  sales  cashed, 
the  manufacturer  gets  his  money  within  thirty  days, 
whereas  he  would  otherwise  have  to  wait  from  seventy 
to  ninety  days.  The  commissions  on  notions  run  from 
7i  to  10  per  cent. 

III.  Manufactubebs'  Agents  and  Pubchasing 
Agents  in  the  Hardwabe  Trade 

The  reason  for  the  existence  of  intermediaries  between 
hardware  manufacturers  and  jobbers  is  found  in  the 
fact  that  many  hardware  manufactiurers  confine  their 
attention  to  single  articles,  or  single  lines  of  articles. 
For  example,  one  manufactures  nothing  but  scissors, 
another  saws,  another  wrenches,  and  so  on.  Fiu*ther- 
more,  many  such  manufacturers  have  relatively  small 
outputs,  and  a  good  many  of  these  are  located  at  a 
distance  from  market  centers,  so  that  they  find  it 
difficult  to  keep  in  touch  with  trade  conditions. 
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A  lai^e  manufacturer,  especially  if  he  makes  a  wide 
variety  of  products,  generally  finds  it  economical  to 
maintain  a  sales  oi^anization  to  reach  jobbers,  without 
employing  an  intermediary,  and  a  few  even  sell  a  lai^e 
part  of  their  outputs  direct  to  the  retail  trade.  One  of 
the  largest  hardware  manufacturers  in  the  United  States 
reaches  the  lai^er  retailers  with  his  own  salesmen,  but 
leaves  the  smaller  ones  to  jobbers,  and  in  order  to  make 
his  line  more  complete  and  reduce  selling  expense  the 
salesmen  of  this  company  carry  a  few  goods  made  by 
other  manufacturers. 

That  such  direct  sale  to  retailers  is  out  of  the  question 
for  the  small  manufactiurer  making  a  single  product  is 
obvious.  That  he  might  sell  direct  to  the  few  hundred 
jobbers  is  possible;  but  as  a  matter  of  fact,  a  large  num- 
ber have  foimd  it  more  economical  to  use  a  manufac- 
tiurers'  agent.  The  agent  becomes  the  manufacturers' 
sales  department;  he  combines  the  outputs  of  several 
manufacturers  —  from  ten  to  thirty  in  number  —  and 
his  salesmen  are  taking  orders  for  a  large  variety  of 
hardware  goods,  rather  than  a  single  product,  thereby 
reducing  the  selling  expense  per  unit  of  goods  sold,  and 
making  it  possible  for  goods  to  reach  jobbers  at  a  lower 
price  than  if  each  manufactxu'er  had  his  own  sales 
organization. 

The  manufacturers'  agent  does  not  handle  the  same 
kind  of  product  for  two  di£Ferent  manufacturers;  i.  e., 
he  sells  saws  for  one,  scissors  for  another,  and  so  on,  and 
agrees  by  contract  with  each  manufacturer  not  to  handle 
similar  goods  made  by  a  competitor.  The  manufacturer, 
on  the  other  hand,  agrees  to  give  the  agent  exclusive 
sale  of  his  products,  sometimes  for  the  whole  country, 
and  sometimes  for  a  certain  section  of  the  coimtry.  In  a 
few  cases,  the  manufactiurer  sells  direct  to  jobbers  in 
territory  near  his  plant,  and  uses  agents  in  more  remote 
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parts  of  the  country.  Several  of  these  manufacturers' 
agents  are  located  in  New  York,  but  they  are  found  in 
many  other  lai^e  cities.  Tho  they  sell  mainly  to  hard- 
ware jobbers  and  machinery  supply  houses,  they  not 
infrequently  sell  to  the  largest  retailers,  especially 
department  stores. 

These  houses  usually  receive  their  c(»npensation  in 
the  form  of  a  commission  on  sales,  varying  from  5  to  10 
per  cent  on, different  articles.  One  of  the  largest  houses 
handles  some  of  its  accounts  on  a  salary  basis;  i.  e.,  it  is 
paid  a  Imnp  sum  per  year  by  the  factory  for  disposing  of 
its  product,  and  prefers  this  method  on  the  ground  that 
the  manufactiu^r  is  more  likely  to  give  his  consent  to  a 
lai^e  order  at  a  special  price,  than  if  he  had  to  figure  in 
the  commission  he  would  have  to  pay  on  such  a  sale. 
This  house  thinks  that  the  best  method  is  a  salary  on 
sales  up  to  a  certain  volmne,  and  a  commission  on  all 
sales  above  that  amount. 

Manuf actiurers'  agents  in  the  hardware  trade  do  prac- 
tically no  financing,  tho  in  a  few  cases  they  have  finan- 
cial interest  in  factories  that  they  represent.  Tho  they 
carry  a  few  goods  to  supply  nearby  territory,  they  have 
but  little  of  the  storage  function  to  perform,  as  goods  are 
usually  shipped  direct  from  manufacturer  to  purchaser. 
Their  main  fimction  is  selling.  They  often  publish 
catalogs  of  the  goods  they  handle,  and  they  send  out 
salesmen  just  as  the  manufacturer  would  have  to  do  if 
he  had  his  own  sales  department.  There  appears  to  be 
no  pronounced  tendency  in  the  hardware  trade  for  the 
manufacturers'  agent  to  become  a  less  important  factor. 

As  an  indication  of  their  present  importance  in  this 
trade,  information  was  procured  from  ninety-three  hard- 
ware jobbers  in  the  United  States  concerning  the  eactent 
to  which  they  buy  from  such  intermediaries.  Out  of 
these  ninety-three,  only  five  concerns  reported  that  they 
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do  not  buy  through  manuf  actiurers'  agents  at  all,  leaving 
eighty-eight,  or  94.7  per  cent  of  the  total,  that  do  pur- 
chase througih  them.  Of  these  eighty-eight,  sixty-seven 
reported  that  they  use  them  only  a  little,  whereas  the 
remaining  twenty-one  state  that  they  buy  25  per  cent  or 
more.  Some  of  them  report  that  they  buy  as  much  as 
40  or  50  per  cent  in  this  way.  As  might  be  expected,  it 
appears  that  houses  in  the  South  and  West  purchase 
through  these  intermediaries  more  commonly  than  do 
those  in  the  East.  Inasmuch  as  it  is  possible  that  many 
of  the  wholesalers  who  report  that  they  buy  '^  very 
little  "  or  only  to  a  "  limited  extent "  in  this  way,  pur- 
chase more  than  their  answers  indicate,  it  is  clear  that 
a  substantial  proportion  of  all  hardware  —  possibly 
from  15  to  20  per  cent  —  passes  through  the  hands  of 
these  intermediaries  on  its  way  from  manufacturer  to 
wholesaler. 

Another  interesting  f eatiure  of  the  hardware  trade  is 
the  purchasing  agent,  who  represents  the  jobber.  The 
assembling  function,  which  is  an  important  one  for  all 
jobbers,  is  simplified  for  them  to  a  certain  extent  by  the 
sending  out  of  manufacturers'  and  agents'  salesmen; 
but  there  are  many  products,  such  as  wire,  and  other 
articles  in  which  metals  predominate,  which  they  can 
buy  to  best  advantage  only  if  they  follow  market  condi- 
tions in  the  principal  trade  centers  (especially  New 
York)  with  great  care.  The  average  jobber  is  not  in  a 
position  to  do  this  efKciently  and  economically.  Fur- 
thermore, there  are  a  great  many  small  jobbers,  each  of 
whom  can  use  but  a  relatively  small  quantity  of  certain 
products,  and  who  would  be  able  to  buy  at  lower  prices 
if  they  could  pool  their  orders  and  thus  get  quantity 
prices. 

These  are  the  two  principal  factors  that  account  for 
the  existence  of  the  purchasing  agent  in  the  hardware 
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trade,  viz.,  need  of  exact  and  continuous  information  of 
trade  conditions  and  price  fluctuations,  and  the  ability 
to  buy  at  lower  prices  by  placing  combined  orders. 
Whereas  the  manufacturers'  agent  previously  described, 
acts  as  a  specialized  selling  organization  for  manufac- 
turers, the  pxmshasing  agent  acts  as  a  specialized  buying 
organization  for  jobbers. 

There  are  only  four  or  five  important  purchasing 
agents  of  this  nature  in  the  country,  but  some  of  these 
do  an  extensive  business.  The  largest  one,  located  in 
New  York,  represents  three  hundred  hardware  jobbers 
scattered  all  over  the  United  States  and  Canada.  Tho 
western,  southern,  and  Canadian  jobbers  probably  need 
this  service  the  most,  yet  eastern  jobbers,  even  some 
located  in  New  York  City,  are  clients  of  this  company. 
The  company  works  entirely  on  a  salary  basis,  i.  e.,  a 
lumpHSum-per-year  payment.  This  basis  is  necessary, 
because  many  clients  employ  the  purchasing  company 
principally,  or  even  solely,  for  the  sake  of  procuring 
trade  information,  whereas  others  buy  large  quantities 
of  goods  through  it. 

This  purchasing  company  keeps  twelve  specialists  at 
work  studying  the  market  continuously.  A  loose-leaf 
catalog  of  price  quotations  is  published  and  distributed 
to  clients,  and  ''  change  "  sheets  are  sent  out  in  large 
numbers  every  day.  By  finding  out  in  advance  the  needs 
of  its  clients,  it  is  able  to  order  enormous  quantities  of 
products  from  manufacturers  at  one  time,  occasionally 
taking  the  whole  season's  output  of  a  manufacturer. 
All  concessions  received  from  manufacturers  are  passed 
on  to  clients.  The  service  also  includes  the  picking  up 
and  consolidating  of  small  lots  of  goods,  which  the  dis- 
tant jobber  cannot  buy  advantageously  or  have  shipped 
economically  without  such  service.  This  company  deals 
not  only  in  standard  hardware,  but  in  electrical,  auto- 
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mobile,  plumbing,  machinery,  and  other  supply  lines. 
The  annual  purchases  made  through  the  company 
amount  to  many  millions  of  dollars. 

According  to  information  received  from  ninety-six 
hardware  jobbers  in  the  United  States,  eighty  report 
that  they  use  purchasing  agents,  leaving  sixteen  that  do 
not  use  them  at  all.  Of  the  eighty  concerns,  fifteen 
report  that  they  use  them  only  for  the  market  news 
service  described  above,  rather  than  for  actual  buying. 
Eastern  concerns  appear  to  use  these  intermediaries 
as  much  as  western  and  southern  concerns,  but  more 
largely  for  information  purposes  only.  The  fact  that 
83.3  per  cent  of  all  jobbers  reporting  use  purchasing 
agents  at  all,  however,  indicates  that  these  nuddlemen 
must  perform  a  substantial  and  valuable  service. 

Purchasing  agents  of  a  similar  nature  are  found  in 
other  trades,  notably  in  the  dry  goods  trade,  where  they 
are  known  as  '' resident  buyers,"  a  term  more  fre- 
quently applied  to  buying  agents  of  department  stores 
in  New  York  City.  Department  stores  do  not  usually 
buy  through  jobbers,  and  therefore  have  to  go  to  the 
expense  of  performing  their  own  assembling  function. 
This  is  done  in  four  principal  ways  in  New  York  City, 
the  principal  market  in  which  they  buy:  first,  by  send- 
ing buyers  to  New  York  (without  any  permanent  repre- 
sentative in  that  market) ;  second,  by  maintaining  their 
own  permanent  buying  offices  in  New  York  (an  expen- 
sive method  that  can  be  indulged  in  by  only  a  few  of  the 
largest  department  stores) ;  third,  through  cooperative 
buying  syndicates,  whereby  a  nmnber  of  department 
stores  club  together  and  divide  up  the  expense  of 
maintaining  a  permanent  buying  organization  in  New 
York ;  and  fourth,  by  employing  an  independent  resident 
buyer,  who  represents  a  nmnber  of  stores,  provides  office 
space  for  their  buyers  when  in  town,  provides  sample 
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rooms  where  goods  may  be  displayed,  executes  fill- 
in  orders,  consolidates,  packs,  and  ships  orders  to 
clients,  keeps  clients  posted  on  market  conditions,  and 
who  picks  up  job  lots  which  department  stores  use  for 
their  special  mark-down  sales.  Inasmuch  as  dry  goods 
j  obbers  have  to  buy  in  New  York  in  much  the  same  way 
that  department  stores  do,  they  also  frequently  use 
resident  buyers. 

IV.  Manxtfactukbrs'  Agents  in  the  Grocert 
Trade 

Tho  the  lines  of  demarcation  between  manufacturers' 
agents  and  brokers  in  the  grocery  trade  are  rather  indis- 
tinct in  some  cases,  the  former  are  employed  mainly  to 
market  '^  branded  specialties,''  and  the  latter  to  market 
unbranded  or  staple  commodities.  The  manufacturers' 
agent  usually  sells  over  a  much  wider  territory  than  the 
broker,  and  on  the  whole  he  is  very  similar  to  the  selling 
agents  in  the  hardware  trade,  and  exists  for  much  the 
same  reasons,  i.  e.,  the  combining  of  the  outputs  of 
different  manufacturers  with  consequent  reduction  of 
selling  costs. 

The  fact  that  branded  staples  are  commonly  sold  this 
way  has  an  important  bearing  on  the  matter;  many  of 
the  well  known  grocery  products  were  started  in  a 
small  way,  and  when  national  distribution  was  first 
sought,  the  manufacturers  themselves  could  not  judge 
as  to  the  probable  success  of  their  advertising  cam- 
paigns. They  also  frequently  started  with  but  a  single 
product,  and  they  had  no  business  connections.  Con- 
sequently, they  called  on  manufactiurers'  agents,  who 
already  had  sales  organizations  in  operation,  and  who 
were  in  the  best  situation  for  reaching  the  trade.  On  the 
other  hand,  as  some  of  these  grocery  specialties  have 
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become  widely  used,  and  hence  move  in  huge  quantities, 
manufacturers  have  in  many  cases  found  that  they  could 
afford  sales  organizations  of  their  own,  and  have  there- 
fore done  away  with  agents.  One  of  the  largest  manu- 
factiurers'  agents  in  the  country  reports  that,  all  through 
his  history,  he  has  been  gradually  taking  on  accounts  for 
newly  advertised  specialties,  only  to  have  his  commis- 
sions gradually  reduced  and  sometimes  to  lose  the  ac- 
counts altogether  as  distribution  has  become  successful 
and  voluminous.  This  particular  agent  has  also  taken 
on  other  commodities — especially  canned  goods — on  a 
brokerage  basis,  in  order  to  increase  and  stabilize  his 
business.  Another  has  obtained  control  of  manufactiu*- 
ing  plants,  so  as  not  to  lose  important  accounts.  In 
other  words,  manufacturers'  agents  are  of  special  im- 
portance during  the  early  years  of  building  up  a  distri- 
bution for  advertised  grocery  products,  and  are  likely 
to  give  way  to  manufacturers'  own  sales  departments 
when  the  distribution  has  become  successful.  This 
constitutes  a  distinct  tendency  in  the  grocery  trade. 

The  statements  brought  out  above  are  admirably 
illustrated  by  the  history  of  the  methods  employed  by 
the  breakfast  cereal  companies.  The  Kellogg  Toasted 
Com  Flake  Company,  for  example,  at  first  used  manu- 
facturers' agents  in  different  parts  of  the  coimtry  in 
order  to  reach  jobbers.  Gradually,  as  output  increased, 
this  company  began  to  develop  its  own  sales  organiza- 
tion, and  did  away  with  its  last  agent  only  a  few  years 
ago.  In  order  to  do  this,  it  has  had  to  develop  a  terri- 
torial sales  organization,  with  each  district  in  charge  of  a 
territorial  sales  agent  (taking  the  place  of  the  former 
manufacturers'  agent).  A  stock  of  goods  is  kept  on 
hand  in  each  district  to  care  for  rush  orders.  The  fact 
that  the  Kellogg  Company  manufactures  more  than  one 
product,  and  that  it  probably  figures  that  it  gets  better 
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attention  to  its  inroducts  through  its  own  salesmen,  have 
undoubtedly  been  factors  in  adopting  this  policy. 

Most  of  tiie  other  well  known  breakfast  foods,  such  as 
''  Shredded  Wheat "  and  ''  Quaker  Oats/'  are  also  sold 
direct  to  the  jobbing  trade,  but  it  is  said  that  the  Cream 
of  Wheat  Company  still  uses  the  manufacturers'  agent, 
at  least  in  some  parts  of  the  coimtry.  When  this  com- 
pany began  putting  up  carefully  selected  and  sterilised 
''  farina  "  or ''  purified  middlings,"  about  the  year  1900, 
and  advertising  it  imder  the  name  of  ''Cream  of 
Wheat,"  it  naturally  could  not  afford  a  sales  organiza- 
tion of  its  own,  especially  as  the  success  of  the  venture 
must  have  been  highly  problematical; '  and  it  was  only 
natural  that  it  should  have  employed  agents.  A  com- 
pany of  this  sort  naturally  balances  the  cost  of  a  sales 
organization  of  its  own  against  the  cost  of  selling 
through  agents,  and  it  changes  to  direct  sale  only  when 
it  IS  sure  that  it  can  do  so  more  cheaply  and  more  effec- 
tively than  by  employing  agents.  If  it  can  induce  agents 
to  accept  smaller  commissions,  as  the  volume  of  business 
increases,  this  may  at  least  postpone  the  development  of 
direct  selling. 

Manufacturers'  agents  in  the  grocery  trade  handle  a 
large  variety  of  products  for  manufacturers,  includii^ 
soap,  cornstarch,  stove  polish,  shoe  polish,  condensed 
milk,  malted  milk,  soft  drinks,  confectionery,  cooking 
oil,  chloride  of  lime,  etc.  They  have  practically  no 
pnancing  function  to  perform;  they  carry  only  small 
stocks  from  which  emergency  orders  may  be  filled. 
Tho  they  generally,  send  their  salesmen  to  jobbers  only, 
at  least  one  company  was  found  (in  Boston)  that  sends 
its  salesmen  to  retailers  to  take  orders,  which  are  booked 
through  jobbers.  In  other  words,  this  agent  performs 
the  service  of  sending  out  ''  specialty  men,"  which  is 
often  done  by  manufacturers  of  grocery  specialties 
themselves. 
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Each  manufacturers'  agent  has  a  specific  territory  to 
cover:  Boston  houses  usually  cover  New  England,  and 
New  York  houses  often  have  territory  east  of  Buffalo 
and  Pittsburgh,  and  so  on.  As  in  the  hardware  trade, 
an  agent  handles  each  product  for  only  one  manufac- 
turer, and  has  exclusive  sale  within  his  territory.  The 
commissions  vary  all  the  way  from  2  or  3  per  cent  to  10 
per  cent,  varying  for  different  products,  and  with  the 
extent  to  which  a  substantial  distribution  has  been 
built  up.  The  reduction  of  commissions  allowed  to 
manufacturers'  agents  is  a  good  illustration  of  the 
power  of  advertising  to  reduce  selling  costs. 

V.  Brokers  in  the  Grocery  Trade 

Brokers  are  of  considerable  importance  in  the  grocery 
trade;  wholesale  grocers,  even  the  largest,  buy  a  very 
large  proportion  of  their  supplies  through  this  class  of 
dealers.  Commodities  conmionly  handled  by  them  are 
sugar,  rice,  canned  goods,  flour,  dried  fruit,  coffee,  tea, 
salt,  salt  fish,  syrup,  molasses,  and  other  products  of 
minor  importance.  Brokers  handling  these  products 
are  found  in  all  the  lai^e  cities  of  the  country.  In  many 
cases  a  single  broker  handles  a  number  of  different  prod- 
ucts, but  in  the  largest  cities  there  is  a  high  degree  of 
specialization  —  such  as  sugar  brokers,  coffee  brokers, 
canned-goods  brokers,  etc. 

The  true  broker  does  not  make  exclusive  arrange-, 
ments  with  individual  manufacturers;  in  other  words, 
he  is  a  free  lance,  placing  orders  that  he  receives  from 
jobbers  with  any  manufacturer  that  can  offer  the  best 
price.  As  a  matter  of  fact,  most  of  the  so-called  brokers 
are  tied  to  certain  manuf act\u*ers  for  whom  they  are  sole 
agents  in  the  cities  or  territories  where  they  —  the 
brokers  —  are  located.   In  this  respect,  such  brokers  are 
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very  similar  to  manufacturers'  agents,  and  hence  it  is 
often  difficult  to  distinguish  between  the  two.  The  pure 
tyi)e  of  broker  exists  to  a  certain  extent,  however,  as  in 
the  sugar  trade  in  New  York,  and  in  the  form  of ''  mer- 
chandise brokers,"  who  are  found  in  all  large  markets. 
This  latter  class  does  a  very  miscellaneous  sort  of  busi- 
ness. They  sell  for  distant  shippers  who  send  only  occa- 
sional carloads  of  products  to  market;  they  bring  buyer 
and  seller  together  in  the  same  market,  as  for  example 
when  a  wholesale  grocer  has  a  surplus  amount  of  sugar 
or  flour  which  he  wishes  to  dispose  of. 

In  general,  brokers  exist  in  the  grocery  trade  for  very 
much  the  same  reasons  that  the  other  intermediaries  are 
found  between  producer  and  jobber.  They  represent  a 
number  of  sellers,  and  thereby  reduce  selling  costs.  The 
production  of  many  of  the  commodities  that  they  handle 
is  seasonal,  which  is  another  reason  why  manufacturers 
cannot  afford  to  keep  their  own  representatives  in  all 
large  markets  of  the  coimtry.  Furthermore,  the  manu- 
factiu'ers  in  many  of  the  trades  where  brokers  are 
important,  are  small,  isolated,  and  scattered  throughout 
the  country.  Most  brokers  sell  within  a  limited  terri- 
tory; they  have  practically  no  financing  functions;  they 
represent  the  sellers  in  most  cases,  rather  than  the 
buyers;  they  are  commonly  paid  a  flat  rate  per  package 
or  per  car  for  their  services,  and  the  brokerage  usually 
amoimts  to  from  less  than  1  to  2  per  cent  of  the  selling 
price;  they  handle  principally  imadvertised  commodi- 
ties; and  they  have  to  get  their  prices  confirmed  by 
their  principals. 

A  broker  in  the  grocery  trade  is  usually  a  single  in- 
dividual who  does  bis  own  work,  except  for  some  clerical 
assistance  in  his  one-room  or  two-room  office,  and  does 
not  have  a  force  of  traveling  salesmen  as  do  many  of  the 
manufacturers'  agents  described  above.    His  expenses 
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are  low,  consisting  of  office  rent,  telegraph  and  telephone, 
clerical  help,  sometimes  a  salesman  or  two  and  often- 
times expressage  on  samples  —  for  sale  is  largely  by 
sample.  He  has  to  be  an  expert  on  the  conmiodities 
that  he  handles.  He  goes  in  person  to  the  wholesale 
dealers  to  obtain  orders,  and  is  of  considerable  value  to 
these  wholesale  buyers  by  keeping  them  posted  on  mar- 
ket conditions,  and  by  saving  them  the  trouble  and 
expense  of  sending  out  buyers  to  scour  the  coimtry  for 
goods  which  they  want. 

There  appear  to  be  two  leading  problems  connected 
with  the  activities  of  brokers,  viz.,  the  splitting  of  com- 
missions, and  the  buying  of  goods  on  their  own  account 
for  speculative  purposes.  Competition  is  keen,  and  in 
order  to  land  large  orders  they  frequently  cut  their 
brokerage  fees  below  the  customary  rates.  In  spite  of 
some  attempts  to  do  so,  they  have  not  been  able  to 
govern  this  matter  through  associative  action.  The 
buying  of  goods  for  speculative  purposes  is  not  looked 
on  with  favor  for  the  simple  reason  that  a  broker  is  not 
likely  to  give  his  best  services  if  he  has  goods  of  his  own 
to  dispose  of  in  competition  with  those  of  his  principal. 
On  accoimt  of  the  prevalence  of  these  two  practices, 
some  brokers  are  found  in  each  market  who  have  un- 
savory reputations  in  the  trade.  Absolute  honesty  and 
disinterested  service  are  as  essential  in  the  broker  as  in 
any  other  form  of  middleman. 

Turning  to  the  milling  and  floxu*  trade,  we  find  three 
principal  methods  used  by  millers  in  marketing  their 
flour:  first,  direct  to  retail  stores  through  branch  offices, 
a  method  employed  by  the  large  manufacturers  of 
nationally  advertised  flour  which  is  destined  for  '^  fanuly 
trade'';  second,  direct  to  jobbers  (wholesale  grocers, 
flour  and  feed  jobbers,  and  specialized  flour  jobbers) 
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and  large  bakers;  and  third  through  flour  brokers  to 
jobbers  and  bakers.  A  flour  mill  sometimes  employs 
all  three  methods  at  the  same  time,  selling  branded 
flour  to  retail  grocers  in  thickly  populated  sections 
of  the  country,  branded  flour  and  good  quality  un- 
branded  flour  to  jobbers,  and  '^  dear ''  or  lower  quality 
flour  through  brokers.  Advertised  brands  are  not 
sold  through  brokers. 

Large  mills  seldom  sell  their  best  quality  flour  throxic^ 
brokers;  but  small  mills,  especially  those  in  distant 
localities,  find  them  practically  indispensable  for  effi- 
cient marketing.  The  output  of  a  small  mill  varies  from 
year  to  year;  during  one  year  it  may  be  able  to  market 
its  product  in  nearby  cities,  and  during  the  next  year  it 
may  have  to  seek  wider  markets.  The  quality  of  flour 
made  by  small  mills  varies  from  season  to  season,  which 
results  in  having  to  seek  different  classes  of  buyers  and 
even  different  markets  from  year  to  year.  Different 
types  of  flour  are  made  in  different  parts  of  the  country. 
Each  mill  has  but  one  kind  of  flour  to  sell,  whereas  each 
flour  jobber  or  wholesale  grocer  needs  perhaps  five  or  six 
different  types  and  grades. 

The  foregoing  facts  indicate  why  it  does  not  pay  the 
small  or  average  sized  miller  to  maintain  his  own  per- 
manent sales  force  in  order  to  reach  the  principal  mar- 
kets. The  broker  not  only  reduces  selling  expense  by 
combining  the  outputs  of  several  mills  (usually  from 
five  to  twenty),  but  he  represents  mills  which  are  located 
in  different  parts  of  the  country,  so  that  he  not  only 
always  has  flour  to  sell,  but  he  handles  the  different 
types.  Formerly,  many  of  these  brokers  were  commis- 
sion men,  and  small  mills  shipped  their  flour  to  them  on 
consignment  without  knowing  what  price  they  were  to 
receive.  Then  they  b^an  sending  samples  from  whidi 
the  commission  men  would  take  orders,  getting  prices 
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confirmed  by  shipper  before  sales  were  consummated. 
Thus  the  commission  man  became  a  broker. 

Flour  brokers  are  expert  judges  of  flour  quality.  They 
work  over  and  carefully  inspect  the  samples  sent  by 
their  principals,  and  form  opinions  of  the  baking  quality , 
etc.  Through  their  knowledge  of  qualities  their  services 
are  of  great  value  to  the  flour  buyers  of  wholesale 
grocery  houses,  and  they  keep  these  buyers  posted  on 
market  conditions  from  day  to  day.  The  flour  buyer  of 
one  of  the  largest  wholesale  grocers  in  Chicago  says  that 
he  buys  about  25  per  cent  of  his  flom*  through  brokers; 
that  he  canH  hope  to  keep  in  touch  with  all  the  mills 
from  whom  he  buys  flour;  and  that  even  if  he  is  trying 
to  buy  direct  it  frequently  happens  that  he  can't  get 
the  flour  that  he  wants  from  some  particular  mill  at  the 
time  he  wants  it,  and  that  therefore  he  has  to  resort  to 
the  brokers  to  find  what  he  wants.  The  broker  is  there- 
fore a  great  help  to  the  wholesale  grocer  in  his  assembling 
function. 

Tho  flour  brokers  sometimes  buy  flour  for  speculative 
purposes;  those  with  the  best  reputation  do  not.  Even 
these,  however,  occasionally  take  title  to  a  certain 
amoimt  of  flour,  first  for  the  purpose  of  keeping  a  small 
stock  on  hand  to  fill  rush  orders,  and  second,  occasion- 
ally to  help  out  a  small  mill  that  can't  afford  to  wait 
for  its  money  until  its  flour  is  sold.  Flour  is  sold  by 
brokers  in  car-lots,  and  the  mill  both  ships  and  bills 
direct  to  the  purchaser  that  the  broker  has  foimd. 
Usually  the  flour  broker  performs  no  financing  function, 
but  occasionally  honors  drafts  of  small  mills,  rather  than 
keep  them  waiting  for  their  money.  The  customary 
brokerage  fee  is  ten  cents  a  barrel,  but  this  is  frequently 
cut  on  large  orders.  Each  miller  usually  employs  but 
one  broker  in  a  city,  tho  some  mills  sell  through  any 
broker  who  finds  a  satisfactory  sale.    The  best  brokers 
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apparently  prefer  to  be  exclusive  representatives  of  their 
principals  in  the  cities  where  they  are  located. 

With  the  growth  of  large  flour  mills,  and  the  shutting 
down  of  many  small  ones,  the  flour  broker  is  probably 
losing  his  importance  slightly  as  time  goes  on.  The 
development  of  large  bakeries,  which  buy  flour  in  huge 
quantities,  also  contributes  to  this  tendency,  inasmuch 
as  they  prefer  to  go  direct  to  mills  whenever  possible. 
A  few  flour  brokers  are  turning  into  specialized  flour 
jobbers,  who  sell  to  large  retailers  and  to  wholesale 
grocers  and  bakers.  In  otiier  words,  instead  of  handling 
on  a  brokerage  basis,  they  are  taking  title  to  the  goods, 
tying  up  their  capital,  and  assuming  the  merchandising 
risk  of  price  fluctuation  —  functions  not  ordinarily 
performed  by  brokers. 

The  marketing  of  canned  goods  illustrates  about  as 
well  as  any  trade  the  usefulness  of  the  broker  as  a  mar- 
keting intermediary  between  manufacturer  and  jobber. 
The  canning  of  fresh  vegetables  and  fruits  is  done  prin- 
cipally by  a  large  number  of  small  packers  or  canneries, 
scattered  all  over  the  country  from  Maine  to  Califomia, 
each  depending  on  a  local  supply  of  raw  material;  the 
output  of  each  packer  is  relatively  small ;  the  business  is 
intensely  seasonal;  and  both  quantity  and  quality  of 
pack  vary  from  season  to  season.  Furthermore,  on 
account  of  the  variations  in  crop  conditions  in  different 
parts  of  the  country  during  a  single  season,  the  market 
area  for  a  single  packer  varies  accordingly;  some  years 
he  can  sell  his  output  in  nearby  markets,  and  other 
years  he  can  do  better  by  going  to  more  distant 
markets.  It  is  not  difficult  to  understand  that  it 
would  be  too  expensive  for  each  packer  to  maint^un 
a  sales  organization  which  could  market  its  output 
efficiently  to  the  hundreds  of  grocery  jobbers  all  over 


Digitized  by  VjOOQIC 


MARKBTINO  AGSNCIBS  596 

the  country,  and  that  he  finds  the  broker  a  service- 
able agent. 

In  the  largest  markets  brokers  are  found  who  handle 
nothing  but  canned  goods,  including  canned  fish,  but  in 
many  cases  they  also  handle  dried  fruits,  and  to  a  certain 
extent  a  variety  of  other  products.  The  canned  goods 
broker  usually  represents  a  fairly  large  number  of 
packers,  fifty  to  sixty  being  a  common  number,  at  least 
in  Chicago,  and  some  of  them  representing  over  one 
hundred.^  The  brokers  in  this  trade  do  some  financing, 
by  making  advances  to  packers,  tho  this  practice  is 
apparently  not  so  common  as  is  usually  thought.  Most 
packers  give  exclusive  sale  to  a  single  broker  in  each  city 
or  territory,  but  this  is  not  a  fixed  rule.  The  usual 
brokerage  fees  average  about  2^  per  cent  on  canned 
fruits  and  v^etables  and  5  per  cent  on  canned  salmon. 
Brokers  having  the  best  reputation  do  not  buy  goods  on 
their  own  account,  except  in  some  cases  to  have  a  small 
supply  on  hand  to  fill  rush  orders. 

Canned  goods  brokers  sell  almost  entirely  to  whole- 
sale grocers,  who  on  the  whole  seem  to  prefer  to  buy 
from  them,  rather  than  to  go  direct  to  packers.  When 
a  wholesale  grocer  in  Chicago,  for  example,  is  in  the 
market  for  peas,  he  can  call  up  from  fifteen  to  twenty 
brokers  who  can  immediately  show  him  a  great  quantity 
of  samples,  and  quote  prices  (subject  to  confirmation). 
This  is  much  cheaper  and  more  expeditious  than  send- 
ing buyers  out  into  the  country.  There  is  a  slight 
tendency  for  very  large  packers  of  canned  goods  to 
establish  their  own  sales  organizations  and  thus  reach 
the  trade  direct,  such  as  Bumham  and  Morrill,  Heinz, 
Beechnut,  and  the  meat  packers,  etc.,  but  it  will  be 
noticed  that  these  companies  do  not  sell  perishable 
fruits  and  vegetables. 

>  The  dmU  on  cmnned  goods  broken  ue  dnwn  laifety  from  a  |>aper  by  Mr.  D.  D. 
SeDt  written  under  the  mipenrkian  of  the  author  in  Chicetodurinc  the  ramnMr  of  1916. 
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It  is  more  difficult  to  explain  the  need  of  brokers  in  the 
refined  sugar  trade  than  in  the  other  trades  described, 
inasmuch  as  the  manufacturing  business  is  concentrated 
into  a  few  large  companies,  each  of  which  sells  in  large 
volume.  And  yet,  outside  of  Boston  and  New  England, 
the  refiners  sell  to  wholesale  grocers  and  large  manu- 
facturers who  use  sugar,  almost  entirely  through  brok- 
ers. In  many  parts  of  the  country,  however,  these 
brokers  have  become  so  closely  allied  to  the  refiners, 
that  they  practically  constitute  their  sales  organisations, 
paid  on  a  brokerage  rather  than  on  a  salary  basis.  In 
spite  of  the  fact  that  there  is  but  a  small  number  oi 
refining  companies,  one  of  which  is  much  larger  than  the 
others,  the  fact  that  brokers  combine  the  output  of 
several  plants,  goes  far  to  explain  their  existence, 
especially  as  many  sugar  brokers  outside  of  the  very 
largest  markets  combine  other  products  such  as  canned 
goods  and  dried  fruits  with  their  sugar  business. 

In  New  York  City,  the  sugar  brokers  are  of  the  pure 
type,  i.  e.,  they  are  not  tied  in  any  way  to  individual 
refiners.  In  the  trade.  New  York  is  called  an  "  open 
market '';  the  broker  gets  an  order  for  a  carload  of 
sugar  from  a  wholesale  grocer,  and  he  places  the  order 
with  whichever  refiner  makes  the  best  price.  In  con- 
tradistinction to  this,  Chicago  is  a  ''  closed  market "; 
in  other  words,  each  refiner  sells  through  a  single  broker 
—  giving  that  broker  exclusive  territorial  rights.  Often- 
times such  a  broker  sells  no  other  sugar  and  no  other 
product  than  the  output  of  the  refiner  with  which  he  is 
tied,  and  it  is  under  this  arrangement  that  the  broker 
becomes  to  all  intents  and  purposes  the  sales  represen- 
tative of  the  refiner,  rather  than  a  broker  in  the  true 
sense  of  the  term,  or  than  even  a  manufacturer's  agent, 
who  ordinarily  handles  articles  for  a  number  of  different 
manufacturers.   In  Chicago,  for  example,  the  American 
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Sugar  Refilling  Company  has  an  office  of  its  own  which 
has  general  supervision  of  sales  in  that  territory,  but  all 
sales  are  actually  made  through  a  ''  broker  "  who  has 
his  office  adjacent  to  that  of  the  American  Company. 

On  the  other  hand,  some  of  the  refiners  have  exclusive 
brokers  of  this  sort  in  interior  cities,  but  they  are  allowed 
to  handle  —  not  any  other  sugar  —  but  other  articles 
such  as  canned  goods.  One  refiner  explained  that  in 
that  way  he  was  able  to  command  all  the  time  he  needed 
of  a  $6000  man  for  $3000  —  an  admirable  illustration  of 
the  economies  effected  by  combining  the  sale  of  articles 
made  by  different  manufactur^:i9  through  one  middle- 
man. The  brokerage  fee  in  this  trade  is  ten  cents  per 
barrel,  which  amounts  to  only  about  one-twentieth  of  a 
cent  a  pound,  or  considerably  less  than  one  per  cent  of 
the  value. 

This  trade  has  many  other  interesting  features.  Sugar 
is  marketed  from  refiner  to  consumer  on  perhaps  nar- 
rower margins  than  any  other  commodity,  and  yet  it 
passes  through  the  hands  of  a  large  number  of  successive 
middlemen,  indicating  that  functional  specialization  is 
not  inimical  to  low  marketing  cost,  and  may  even  be 
largely  responsible  for  it.  In  fact,  two  of  the  refiners 
(the  Federal  and  the  National)  have  no  sales  depart- 
ments of  their  own,  even  for  reaching  brokers.  The 
Federal,  for  example,  employs  a  commission  house 
(engaged  largely  in  foreign  trade)  to  attend  to  its  selling, 
and  pays  this  house  on  a  commission  basis.  In  such  a 
case  there  are  really  two  middlemen  between  refiner 
and  wholesale  grocer.  Furthermore,  raw  sugar  is  also 
handled  by  a  special  class  of  brokers,  who  sell  for  the 
importers  to  the  refiners.  The  principal  reason  for  this 
is  that  the  importer  does  not  have  a  steady  supply;  he 
may  have  five  thousand  tons  today,  and  no  more  for  a 
week.    The  broker,  on  the  other  hand,  representing  a 
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number  of  importersy  always  has  sugar  to  sell.  One 
other  feature  of  the  sugar  trade  is  the  fact  that  in  many 
of  the  largest  cities  there  have  developed  specialized 
sugar  jobbers,  who  buy  through  the  brokers,  and  deal  in 
nothing  but  sugar. 

Green  coffee  is  another  product  that  is  sold  principally 
through  brokers  —  from  the  importer  through  the 
broker  to  the  coffee  roaster  (usually  the  wholesale 
grocer) .  Here  again,  the  principal  economy  is  due  to  the 
fact  that  the  broker  sells  for  a  number  of  different 
houses.  One  or  two  of  the  largest  coffee  importing 
houses  have  their  own  sales  organizations  with  salaried 
representatives  in  all  large  cities,  who  sell  direct  to 
roasters.  One  large  New  York  house  has  its  own  repre- 
sentatives in  five  of  the  largest  trade  centers  in  the 
country  (including  New  York)  and  uses  brokers  in  other 
cities.  It  is  said  that  another  large  New  York  importer 
tried  to  establish  his  own  selling  organization  in  certain 
large  cities,  but  found  it  too  expensive,  and  went  back 
to  the  brokers. 

Usually  a  coffee  broker  has  exclusive  sale  for  his  prin- 
cipals in  the  market  where  he  is  located.  Tho  the  im« 
porter  is  his  principal,  he  may  be  regarded  from  another 
point  of  view  as  the  buying  agent  of  the  wholesale 
grocer,  who  depends  on  him  for  information  from  day  to 
day,  about  trade  conditions.  Prices  have  to  be  con- 
firmed by  the  principal.  •  The  customary  brokerage  fee 
is  fifteen  cents  a  bag  of  one  hundred  and  thirty-two 
pounds,  which  amounts  to  about  one-eighth  of  a  cent  a 
pound,  or  about  1  per  cent  of  the  value.  Sometimes 
the  coffee  broker  aJso  represents  a  foreign  exporting 
house  direct,  rather  than  a  domestic  importer.  Roasted 
coffee  is  not  sold  through  brokers. 
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Tho  there  are  other  examples  of  marketing  interme- 
diaries between  manufacturer  and  jobber  than  those 
described  above,  enough  has  been  said  to  indicate  the 
reasons  for  the  existence  of  such  agencies,  and  to  show 
that  they  perform  very  important  services  for  manu- 
facturers. That  they  are  decreasing  in  importance  in 
some  trades  is  true,  especially  in  the  textile  trades 
where  mills  are  becoming  less  and  less  dependent  on 
commission  houses  for  financial  support,  and  in  the  case 
of  branded  and  advertised  articles,  where  the  manufac- 
turers' agent  is  losing  ground.  But  even  in  these  trades, 
marketing  intermediaries  are  bound  to  continue  in 
existence  indefinitely,  especially  to  serve  the  smaller 
manufacturers.  The  middlemen  described  in  this 
paper  admirably  illustrate  the  value  of  functional 
specialization  in  marketing. 

L.  D.  H.  Weld. 

SBBmSLD  SCIBNTITIC  ScHOOL  OF 

Yaud  Uniysbsitt. 
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THE  USE  OF  PRIVATE  TOKENS  FOR 
MONEY  IN  THE  UNITED  STATES 

SUMMARY 

I.  Definition  and  varieties,  600.  —  II.  Tokens  issued  prior  to  1800, 
602.  —  Foreign,  603.  —  Home  manufacture,  605.  —  III.  Tokens  issued 
from  1800  to  1861,  608.  —  War  of  1812  period,  608.  —  Jacksonian  era, 
611.  —  Gold  tokens,  617.  —  Georgia,  617.  —  North  Carolina,  618.  — 
California,  620.  —  Miscellaneous,  624.  —  IV.  Tokens  issued  sinoe  1861, 
626.  —  Civil  War  period,  626.  —  Period  after  Civil  War,  634. 

I.  Definition  and  Vabibtibs 

In  considering  the  relation  of  the  money  of  a  country 
to  the  welfare  of  the  people  of  that  country,  frequently 
too  little  attention  is  paid  to  the  so-called  details  of  the 
currency  system,  and  particularly  to  the  lack  of  small 
change.  As  touching  everyday  welfare,  however,  it 
may  be  said  that  the  people  are  almost  as  much  con- 
cerned with  the  supply  of  their  pennies  as  they  are  with 
that  of  their  dollars.  It  has  been  for  the  most  part  the 
scarcity  of  small  change  which  has  called  into  existence 
private  tokens  used  for  money. 

The  early  use  of  the  term  "  token  "  was  to  describe 
counters  or  jettons  issued  by  traders  to  serve  as  small 
change.  Gradually  the  term  lost  some  of  this  primary 
meaning  and  came  to  be  used  by  economists  to  describe 
the  smaller  denominations  of  money  whose  bullion 
value  is  less  than  the  money  value.  It  is  still  so  used  by 
some  writers,  but  the  best  modem  practice  is  to  apply 
the  term  "fiduciary"  to  this  subsidiary  money  and 
reserve  "  token  "  for  its  earlier  meaning.  For  the  pur- 
poses of  this  discussion,  then,  the  term  "  token  "  as 

600 
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applied  to  money  'will  mean  a  medium  of  exchange  un- 
authorized by  law  and  issued  by  private  individuals  or 
concerns,  which  comes  to  be  recognized  as  a  sort  of 
money  and  practically  serves  that  purpose. 

A  general  definition  must  connote,  and  thus  there  are 
left  particular  questions  to  be  considered  more  specifi- 
cally. The  line  of  demarcation,  for  example,  between 
the  issuing  of  tokens  and  counterfeiting  is  by  no  means 
alwajrs  clear.  The  difiiculty  is  all  the  more  evident 
when  it  is  remembered  that  tokens  frequently  resemble 
the  authorized  money  of  the  coimtry,  and  that  counter- 
feits are  not  always  exactly  like  the  money  they  seek  to 
imitate.  The  legal  prohibitions  of  counterfeiting  are  the 
most  satisfactory  criteria  for  distinguishing  between 
what  is  counterfeit  and  what  is  token.  In  die  United 
States,  at  any  rate,  the  law  has  been  very  specific  in 
defining  what  constitutes  counterfeiting.^ 

The  second  problem  comes  up  in  the  matter  of  coins 
issued  by  private  concerns  or  persons  under  right  of 
patent  from  the  king,  or  by  authorization  of  a  branch  of 
government  acting  as  if  under  full  sovereign  authority. 
This  practice  was  followed  frequently  during  the 
colonial  period  both  by  residents  in  England  and  by  the 
American  settlers.'  It  would  seem  that  the  practice 
formerly  carried  on  by  the  United  States  of  letting  out 

>  The  case  of  the  Igorot  copper  ooms  of  the  Philippine  Islands  is  partieularly  pus- 
sling.  The  natiyes  of  Lepanto-Bontoo  and  Nueva  Viscaya  used  the  surface  deposits  o# 
copper  to  make  round,  flat  discs  which  they  circulated  as  money.  They  came  to  be  used 
eztenaiTdy  in  central  and  northern  Luson  and  elsewhere.  In  one  of  his  orders  the 
Governor-General  of  the  Islands  refened  to  them  as  counterfeits.  So  far  as  they 
depended  for  their  circulation  on  their  imitation  of  the  legal  coins  they  were  countei^ 
fcit;  but  the  widespread  knowledge  of  their  true  origin  and  nature,  coupled  with  the 
fact  that  they  were  long  tolerated,  would  seem  to  make  them  tokens.  Cf .  E.  W.  Kem- 
merer,  Second  Annual  Report  of  the  Chief  of  the  Dirislon  of  Currency  to  the  Treasurer 
of  the  PhiHppine  Islands  (1906),  19. 

s  In  1652  George  Sandexson  and  George  Hull  coined  money  under  contract  with  the 
General  Court  of  Massachusetts.  Lord  Baltimore  issued  his  own  coins  for  use  in  Mary- 
land. In  England  William  Wood  was  granted  the  right  by  George  I  to  coin  money  for 
the  **  Island  Dominions  and  Territories  in  America."  Cf.  8.  Crosby,  Early  Coins  of 
America,  and  R.  Ruding,  Annals  of  the  Coinage  of  Great  Britain  (8d  ed.),  2: 72. 
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by  contract  parts  of  the  process  of  coining  money  is 
sufficient  justification  for  excluding  money  of  authorized 
manufacture,  even  tho  it  was  issued  by  private  persons. 
The  essential  characteristic  of  tokens  as  here  consid^^ 
is  their  unauthorized  issue. 

Two  classes  of  tokens  are  issued:  tradesmen's  tokens, 
and  political,  or  general,  tokens.  Tradesmen's  tokens 
are  substitutes  for  money  issued  by  business  firms  with 
the  name  and  place  of  business  of  the  issuer,  and  fre- 
quently with  an  advertising  legend  describing  the  nature 
of  the  issuer's  business.  The  distinguishing  features  are, 
that  the  issuer  is  known,  and  that  their  circulation,  cer- 
tainly at  first,  is  usually  confined  to  trade  with  the 
issuing  firm.  Political,  or  general,  tokens  are  issued  by 
individuals  or  firms  directly  for  gain,  and  are  of  two 
kinds.  The  first  variety  are  usually  of  one-cent  value, 
and  because  they  are  issued  without  an  indication  of 
their  source,  they  tend  to  circulate  more  widely  than 
tradesmen's  tokens.  The  term  '' political"  is  often 
applied  to  them  because  many  of  them  bear  a  patriotic 
legend  or  an  inscription  commenting  on  some  aspect  of 
the  political  situation.  Gold  tokens,  usually  coined  in 
$2.50,  S5,  $10,  and  $20  pieces,  furnish  the  second  class  of 
general  tokens.   They  do  not  bear  political  legends. 

II.  Tokens  Issued  Priob  to  1800 

*  From  the  settlement  of  the  American  Colonies  to  the 
beginning  of  the  nineteenth  centiuy  the  lack  of  an  ade- 
quate supply  of  coins  was  continually  a  cause  for  dis- 
satisfaction. A  field  so  fertile  for  the  utilization  of 
token  money  could  not  long  remain  unworked.^    The 

>  For  aa  aooount  of  th«  ezperienoe  of  Kngland  and  Canada  under  aimOar  circum- 
BtanoQS,  ef.  England:  Palgrave's  Dictionaty  of  Political  Economy,  3:  547;  A.  E.  Outo^ 
bridge,  Jr.,  Curioaitiea  of  Amerioan  Coinage  (pamphlet),  9, 10;  Hunt's  Merobanta' 
Maganne,  7  (1842):  273;  Chamber's  Journal,  (vol.  zi),  chap.  71  (1804):  002-665;  Rod- 
ing.  Annals  of  the  Coinage  of  Great  Britain,  passim.;  and  Bankers*  Magasine  (N.  T.), 
15  (1800):  433-438.  Canada:  R.  W.  MoLaohlan,  Presidential  Address,  in  TtannM^ 
tioDS  of  the  Royal  Society  of  Canada,  section  2,  serie  3,  June,  1016^  9: 61-60. 
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tokens  issued  during  this  period  may  be  classified  as  to 
origin  into:  (1)  those  of  foreign  origin,  and  (2)  those  of 
home  manufacture. 

Tokens  of  foreign  origin.  —  It  appears  that  all  of  the 
imported  tokens,  with  the  exception  of  the  '^New 
Yorke  Token ''  and  the  '^  New  England  Stiver,"  came 
from  Great  Britain.  The  New  Yorke  half-penny  token 
was  probably  of  Dutch  origin.  It  is  placed  in  the  period 
1664  to  1710  when  New  York  was  spelled  with  an  "  e." 
It  was  issued  apparently  to  give  relief  during  the  period 
of  great  scarcity  of  change  from  1700  to  1706,  but  it 
probably  did  not  achieve  a  very  wide  circulation.^  The 
New  England  stiver  is  supposed  to  have  originated  in 
Holland  to  supply  small  change  to  Dutch  merchants  in 
New  Amsterdam  during  the  period  of  Dutch  control 
(1623-64),  and,  as  in  the  case  of  the  New  Yorke  token, 
its  circulation  was  probably  very  limited.'  A  law  sup- 
posedly directed  in  part  against  this  token  was  passed 
by  the  Council  and  House  of  Representatives  of  Massa- 
chusetts, March  21,  1700,  providing  that  in  three 
months  all  tokens  were  to  be  redeemed  at  the  highest 
rate  for  which  they  had  passed,  and  persons  continuing 
to  put  out  tokens  were  to  be  fined  not  exceeding  £50,  or 
be  imprisoned  not  exceeding  six  months.' 

As  early  as  1681  English  tokens,  probably  issued  at 
Dublin,  were  brought  to  this  country  by  Mark  Newby, 
who  led  a  party  of  emigrants  from  Dublin  to  New 
Jersey.  These  halfpence,  on  account  of  the  scarcity  of 
small  change,  were  made  legal  tender  up  to  five  shil- 
lings.^ The  second  earliest  tokens  of  English  origin  were 
the  ^'  Carolina  Elephants,''  probably  issued  at  London 
in  1694.   They  are  held  by  some  not  to  have  been  used 

1  Historical  M«<iiBnf>,  5  (1801):  2M.  206  and  Croebj,  346,  846. 
>  n>id.,  347.  «  nnd..  186-188. 

*  Ibid.,  114. 116. 


Digitized  by  VjOOQIC 


0M  QUAMTMBLT  MUMKAL  OT  MOOWOMia 

in  tins  eoimtey  as  money,^  but  there  are  gromidB  for 
bdievuig  that  thqr  were  ao  ased.* 

The  other  type  of  UkeoB  mamrfactared  in  Great 
Ibitain  for  nse  in  this  country  were  all  pot  into  areola- 
tion  after  1776,*  and  in  fact  one  Tanety  even  after  the 
eatahBHhment  of  our  mint.  They  are  the  Nova  Consfeel- 
latio  ^  ooiqiere  stnicik  at  Birmin^iam  in  1783, 1785,  and 
1786;  **  the  Geoigius  Trimnpho,  probaUy  intended  to 
commemorate  the  sooceaB  of  George  Washington,  dated 
1783;*  the  Bar  Cent  or  U.  S.  A.  coppers,  also  strocik  at 
Birmingham,  in  1785; '  the  AoctiHi  Fldxis,  strudL  in 
1787;*  the  Nova  Elboiaces,  or  New  T<Mk  coppers, 
iflBued  in  1 787,  probably  the  private  speculation  of  some 
Knglish  merchant;*  and  two  types  of  l^ntueky 
td^ens,  1796,  one  type  issued  at  Biimin^iam  and  the 
other  at  Lancaster.  Crosby  says,  '^  In  beauty  of  design 
and  execution,  these  tokens  are  unsurpassed  by  any 
piece  issued  for  American  circulation."  >*  The  names 
given  these  issues  by  numismatists  come  from  the 
designs  or  legends  they  bear.  The  Nova  Constellatios 
carry  the  legend,  nova  oonstbixaho,  sometimes  on 
the  obvo'se  and  sometimes  on  the  levo'se.  The  Bar 
Cent  usually  had  on  the  obvo-se  a  large,  Roman,  inter- 
linked USA,  and  on  the  revoise  thirteen  hoiisontal 
bars.  Probably  the  most  important  of  these  issues  was 
the  Nova  Constellatios.  Crosby,  quoting  from  Bush- 
nell's  Numismatic  Nates,  says:   ^'The  Nova  Constel- 

>  Crosbjr,  337,  338. 

<  "  Its  histofy  and  object  m  unkaowB,  hat  wfaeUier  an  CBtaipriBe  of  tbe  Lordi 
Pkt>prietoni  or  of  indiTiduals,  it  was  doabtleai  intended  for  a  drenlatinc  luedimn.** 
H.  N.  Johnuo,  Western  Reserve  and  Northern  Ofaio  Historiesl  Sooiely.  Pnblieatk— , 
2: 00.  70. 

*  The  weight  of  these  tokens  ranged  from  86  to  142  graina. 

*  To  be  disHngwished  from  the  eariy  patterns  for  United  States  eoinags  of  the  same 
name.    Cf.  Crosby,  307,  308. 

*  Ibid.,  331-333.  •  Ibid..  842.  343. 

*  Ibid.,  341.  342.  •  Ibid..  340.  341. 
t  Ibid..  333,  334.                                              »  lUd.,  344. 
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latioe  were  made  in  Binningham,  in  England,  and  the 
dies  were  cut  by  Wyon,  of  that  place.  Over  forty  tons 
were  issued  from  one  die  alone,  and  many  more  from 
another.  They  were  manufactured  by  order  of  a 
gentleman  of  New  York,  who  is  believed  to  have  been 
Gouvemeur  Morris."  * 

Records  have  been  found  of  only  two  instances  of 
tradesmen's  tokens  of  foreign  manufacture  issued  in 
this  country.  The  first  of  these  were  put  into  circula- 
tion by  the  firm  of  William  and  John  Mott,  240  Water 
Street,  New  York  City,  in  1789.*  On  the  obverse  they 
bore  the  legend,  motts,  n.  t.,  impobtebs,  dealers, 

MANXJFACTUBEBS,  OF  GOLD  AND  SILVER  WARES;  reverse, 
CHRONOMETERS,  CLOCKS,  WATCHES,  JEWELRY,  SILVER- 
WARE. The  firm  of  William  Talbot,  William  Allum,  and 
James  Lee,  241  Pearl  Street,  New  York  City,  followed 
suit  in  1794  and  1795.'  These  coins,  considering  their 
localized  source,  obtained  a  circulation  of  considerable 
extent.^ 

Tokens  of  home  manufacture.  —  The  reference  to  the 
earliest  American  tokens  of  home  issue  is  in  Felt's  Hie- 
torical  Account  of  the  Massachusetts  Currency.  The 
Massachusetts  mint  was  closed  in  1697  ^'  by  the  hand  of 
Royalty."  Felt  says:  '' At  this  date  [1701],  there  was  a 
scarcity  of  change.  Such  an  occasion  was  followed  with 
its  usual  consequences.  R^ardless  of  their  irregular 
example  and  bent  on  their  own  convenience  and  gain, 
not  a  few  individuals  stamped  pieces  of  brass  and  tin 
and  pahned  them  on  [the]  conmiunity  at  a  penny  each. 
They  were  speedily  commanded  by  the  Legislature 
to  withdraw  from  their  course  or  be  fined  and  im* 
prisoned.''  *    It  was  during  this  period  that  the  Dutch 

>  Crosby,  331.  *  One-cent  copper,  153  grmuw. 

>  Wdght.  106  to  171  gnins. 

«  C.  I.  BiahneU.  Historicel  MacMuie.  8  (1850):  300-801,  end  Crceby.  884-880. 
•  J.  B.  Felt,  Historical  Account  of  Msflsschusetts  Cnnency,  55. 
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New  Torke  token  above  referred  to  probaUy  circulated. 
Virgima  furnishes  two  further  examples  of  tokens  of 
home  manufacture.  The  first  were  issued  in  1714  by 
Richard  Dawson,  of  Gloucester  (county?),  Viiipnia. 
Th^  were  of  one  shilling  value,  and  probably  of  little 
importance.^  In  1773  and  1774  many  halfpennies,  and 
probably  a  few  pennies,'  were  issued  in  the  same  colony. 
It  is  presumed  that  th^  were  not  authorized  coins, 
because  in  1782,  Thomas  Jefferson  wrote:  '^  In  Virginia, 
coppers  have  never  been  in  use."  * 

An  interesting  issue  are  the  Higley,  or  Granby, 
tokens,  coined  from  1737  to  1739  inclusive  by  John 
Higley  (or  Highley),  of  Granby,  Connecticut.  It  is 
claimed  for  the  issuer  of  these  tokens  that  he  was  the 
first  coiner  of  copper  money  in  Amoica.  It  seems  that 
the  authorities  paid  no  attention  to  this  issue,  and 
Higley  was  able  to  make  a  comfortable  living  by  his 
enterprise.^  It  was  probably  the  coins  of  the  earli^ 
years  that  bore  the  legend, ''  The  value  of  three  pence," 
whereas  later  the  inscription  was  changed  to,  '^  Value 
me  as  you  please."  As  an  explanation  of  this  change 
the  very  plausible  story  is  told  that  Higley  was  a  fre- 
quents of  a  public  house  where  he  paid  for  his  drinks 
with  his  own  money.  His  trade  became  so  heavy  that 
objection  was  raised  to  accepting  longer  the  tokens 
at  their  face  value  —  three  pence.  Soon  afterwards 
Higley  appeared  with   coppers   bearing  the   words, 

VALtnS  ME  AS  Ton  PliBASE  —  I  AM  GOOD  COPFBB.* 

An  issue  which  gives  a  good  insight  into  the  currency 
situation  just  after  the  Revolution  is  the  Annapolis 

t  Crasby.  328.  *  lUd..  888-340. 

>  Woght,  181  gninB. 

«  In  Uw  latter  put  of  1780  it  appean  that  Higley,  feelioc  that  hia  private  eoiaate 
waa  not  aafe  beeauae  not  sanctioned  by  law,  waa  connected  with  the  attempt  of  John 
Bead  to  get  authority  to  set  up  a  mint.    Ibid..  206,  207. 

•  H.  N.  Johnson,  Western  Reserve  and  Northern  Ohio  HkUxieal  Society.  PubS- 
cationa.  2  (1879):  70.    Crosby,  3S4-827. 


Digitized  by  VjOOQIC 


THE  USE  OF  PRIVATE  TOKENS  607 

• 
tokens  issued  in  1783  by  I.  Chalmers,  a  goldsmith  of 
Annapolis,  Maryland.  The  scarcity  of  change  had 
become  so  acute  that  Spanish  dollars  were  being  cut 
into  halves,  quarters,  and  eighths.  Expert  cutters  had 
begun  to  do  a  flourishing  business  by  cutting  the  dollars 
into  five  fourths,  nine  eighths,  or  ten  eighths,  deriving 
a  gross  profit  of  from  12^  to  25  per  cent.  This  practice 
was  carried  on  to  such  an  extent  that  the  people  became 
distrustful  of  the  cut  money,  and  were  glad  to  give  the 
fractional  parts  of  the  Spanish  doUar  for  these  silver 
tokens  of  uniform  value.  The  Chalmers  coins  were 
issued  in  at  least  three  denominations  —  shillings, 
sixpence,  and  threepence.^ 

After  the  Revolution  and  before  the  beginning  of  the 
nineteenth  century,  a  few  other  silver  and  many  copper 
coins  were  issued  both  by  states  and  by  individuflJs.' 
This  practice  was  followed  to  such  an  extent  that  laws 
were  passed  by  Pennsylvania,  Connecticut,  and  New 
Jersey  prohibiting  in  general  the  circulation  of  coins  not 
expressly  authorized.*  The  New  Jersey  law  was  passed 
partly  to  protect  the  right  of  issue  granted  Thomas 
Goadsby  (Goodsby),  Albion  (Albian)  Cox,  and  Walter 
Mould.^  Pennsylvania's  law  declared:  "Whereas, 
Divers  ill-disposed  persons  have  manufactured  or  im- 
ported into  this  State  quantities  of  base  metal,  in  the 
similitude  of  British  half-pence,  to  the  great  deprecia- 
tion of  that  coin,  to  the  injury  of  the  community  in 
general  and  the  poor  in  particular  such  practices  having 
a  natural  tendency  to  raise  the  necessarys  of  life  and 
introduce  new  confusion  into  the  currency  of  the  Coim- 
try,''  all  public  officers  were  prohibited  from  receiving 

>  Croaby,  328-330;  Buiken'  Masudne  (N.  T.).  6  (1851-1862):  448.  and  refemd 
to  in  Hunt's  Merchants*  Macaiine,  46  (1802):  M2,  aa  of  1838,  but  evidently  a  misprint. 

>  Outefbridce.  5;  Hunt's,  20  (1849):  200  and  4«  (1862):  247. 
•  Craiiby.  171-174,  219,  220,  281.  282,  and  294,  295. 

«  Banken'  Magasine.  10  (1855):  816  and  16  (1861):  264. 
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• 
such  money  in  payment  of  taxes  or  other  public  dues, 
and  the  faithful  inhabitants  of  the  state  were  asked  to 
refuse  to  accept  it.  The  officers  were  orda^ed  to  make 
inquiry  for  such  persons  ''  that  they  may  be  brought  to 
speedy  and  condign  pimishment/'  ^  The  British  half- 
pence referred  to  in  this  law  were  made  at  Birmingham, 
and  sent  by  the  thousand  to  this  country.  They  were  of 
base  metal  and  lighter  than  the  authorized  British  half- 
pence. ^'  We  are  told  that  no  packet  arrives  from  Eng- 
land without  some  hundred  weight  of  base  halfpence."  * 
The  trouble  continued  up  to  the  lestablishment  of  the 
United  States  Mint. 

III.  Tokens  Issued  prom  1800  to  1861 

The  statement  has  been  made  that  after  the  tokens 
issued  by  Mott,  and  by  Talbot,  Allum,  and  Lee,  no 
more  tradesmen's  tokens  were  issued  until  1825,'  but 
the  facts  during  the  period  of  the  War  of  1812,  and 
subsequently,  do  not  seem  to  bear  out  this  statement. 

War  of  1812  tokens.  —  Up  to  the  year  1812  very  little 
money  had  been  coined  at  the  United  States  Mint,^  and 
much  of  this  had  been  exported  while  yet  new  and  full- 
weight.  The  money  remaining  to  serve  for  small  trade 
consisted  of  worn  joes,  doubloons,  guineas,  and  other 
foreign  coins.  The  situation  soon  became  acute.  At 
the  opening  of  the  war,  the  New  England  ports  were  the 
only  ports  of  egress,  and  New  England  manufacturers 

>  For  the  law,  see  Crosby,  172.  *  American  State  Papefs,  7: 101. 

>  W.  C.  Prime,  Coins,  Medals,  and  Seals.  106.  It  is  quite  powble  that  Prime  was 
referring  to  tokens  in  a  narrower  meaning  of  the  term,  esoluding  |>aper  tokens.  The 
tokens  refened  to  as  issued  in  1825  were  a  few  struck  in  commemoration  of  the  com- 
pletion of  the  Erie  canal,  and  are  without  particular  significance. 


*  The  total  gold  and  sUrer  amounted  to  a  little  over  ten  million  doUan.  Thes 
change  (25, 10,  and  5  cent  pieces)  constituted  a  very  small  portion  of  tins,  —  Ises  than 
one-half  million  dollars.  J.  R.  Snowden,  Mint  Manual  of  Coins  of  All  Nations,  table 
facing  page  128. 
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were  supplying  the  remainder  of  the  country.  The 
movement  of  the  money,  then,  was  from  the  South  and 
West  to  New  England.  With  practically  all  pur  exports 
shut  off,  we  were  forced  to  pay  for  our  imports  in  specie. 
Partly  to  save  the  coin  for  that  purpose,  specie  pay- 
ments were  suspended  in  1814.^  Soon  afterwards  the 
Spanish  joe  was  selling  at  a  premium  of  9  per  cent  on  the 
Atlantic  seaboard,  and  the  United  States  dollar  was 
selling  at  a  premium  of  6  per  cent.'  In  a  letter  dated 
October  17, 1814,  the  Secretary  of  the  Treasury  wrote  to 
the  Chairman  of  the  Ways  and  Means  Committee:  **  It 
may  in  general  be  affirmed  —  that  there  exists  at  this 
time  no  adequate  circulating  mediiun  common  to  the 
citizens  of  the  United  States.  The  moneyed  transactions 
of  private  life  are  at  a  stand ;  and  the  fiscal  operations  of 
government  labor  with  extreme  inconvenience."  •  By 
1815  the  premiiun  on  specie  had  gone  to  12  and  14 
per  cent.*  The  Director  of  the  Mint  in  his  report  for 
the  calendar  year  1815  said  small  silver  coins  had  al- 
most totally  disappeared.*  McMaster  describes  the 
situation: 

Locking  up  the  coin  by  the  banks  bore  heavily  not  only  on  the 
Treasury  Department  and  the  public  creditors,  but  on  the  great 
body  of  the  people  as  well.  It  stripped  the  country  of  small  change; 
not  a  sixpence,  not  a  shilling,  not  a  pistareen,  was  an3rwhere  to  be 
seen  in  the  region  of  the  suspending  banks.  As  no  financial  institu- 
tion could,  at  that  time,  le^^y  issue  bills  of  a  lower  denomination 
than  one  dollar,  the  place  of  the  silver  pieces  had  to  be  supplied  by 
an  illegal  issue  of  small  paper  bills.  —  Merchants,  tradesmen,  manu- 
facturers, stage-owners,  tavern-keepers,  ferrymen,  and  unchartered 
banks  followed,  and  before  spring  came  the  whde  seaboard  south 
of  New  England  was  flooded  with  paper  money  of  the  worst  de- 
scription.' 

I  Niks'  Resister,  7  (1814):  10. 

s  J.  B.  McMaster,  History  of  the  People  of  the  United  States,  4: 29d. 
s  NUes'  Resister,  7  (1814):  104.  »  Ibid.,  0  (1816):  SfiS. 

*  Ibid.,  0  (1815):  8.  •  MoMsster,  4: 297,  208. 
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The  paper  tokens  thus  issued  usually  took  a  form 
somewhat  as  follows:  ^ 


A  GENERAL  ASSORTMENT  OF  GROCERIES 

6icts,     I    ^n'o&SS'"'    I    No.  233 

I  promise  to  pay  the  bearer  on  demand,  in 
groceries,  or  Philadelphia  bank-notes,  at  No.  130 
North  Water  Street,  six-and-arquarter  cents. 

JOHN  THOMPSON 
PhiUb.,  December  10,  1814. 


This  money  in  paper  form  was  likely  to  tear  and  wear 
out  easily,  and  thus  it  was  less  likely  than  metal  tokens 
to  be  presented  for  redemption.*  It  also  possessed  for 
the  issuers  the  virtue  of  inexpensiveness.  With  the  pass- 
ing of  the  emergency  which  called  forth  this  paper 
money,  the  states  began  to  take  steps  to  get  rid  of  it. 
South  Carolina  passed  a  law  providing  that  all  such 
paper  money  should  be  void  after  May  1, 1817.  North 
Carolina  prohibited  the  issue  of  bills,  orders,  tickets 
etc.,  by  individuals  and  corporations  to  be  tised  as 
small  change.  Virginia,  New  York,  Pennsylvania,  and 
Maryland  at  the  same  time  were  dealing  with  similar 
problems.' 

By  the  latter  part  of  1817  the  stringency  was  practi- 
cally over.  Specie  payments  had  been  renewed,  and  the 
mint  was  turning  out  an  increasingly  large  supply  of 
fractional  money.  By  the  middle  of  November  copper 
cents  were  available  at  the  mint  ''  to  any  moderate 
amoimt."  *   The  Director  of  the  Mint  in  his  report  for 

>  McMaster,  4:  298.  For  a  full  disouBsioii  of  the  disordered  ourreney  of  the 
period,  see  ibid.,  ohap.  30. 

>  R.  P.  Fslkner,  Politiosl  Sdenoe  Quwterly,  16  (1901):  316,  817. 

*  MoMsster,  4: 302-807.  «  Niles*  Recister,  18  (1817):  182. 
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the  calendar  year  1820  said  the  supply  of  copper  coins 
had  increased  far  beyond  the  public  demand.^  That  the 
shortage  had  not  been  entirely  met  by  1820,  however,  is 
shown  by  the  report  of  the  Secretary  of  the  Treasury  for 
that  year.*  He  said  that  in  Philadelphia  there  was  prob- 
ably an  abundant  supply  of  small  change,  but  that  in 
Washington  tickets  issued  by  corporations  and  dollar 
bills  torn  in  two  furnished  the  bulk  of  the  change.  As 
late  as  1820  it  was  said  that ''  rags '  filthy  dowlass/  will 
soon  be  in  request  again;  for  there  is  a  real  scarcity  of 
change,  or  of  anything  that  passes  for  money,  under 
bank  notes  for  five  dollars.''  *  These  conditions  were 
being  rapidly  alleviated  by  the  coinage  of  fractional 
money,  and  the  next  real  period  of  tokens  may  be 
described  as  the  Jacksonian  era. 

Tokens  of  the  Jacksonian  era.  —  Conditions  leading  up 
to  the  issue  of  these  tokens  were  essentially  similar  to 
those  preceeding  the  War  of  1912  period.  In  general  up 
to  the  time  of  the  laws  of  1834  and  1837,  the  pressure  for 
the  export  of  coin  from  the  United  States  fell  largely 
upon  gold  because  of  the  imder  valuation  of  that  metal. 
Conditions  were  now  changed.  In  New  York  City  in 
1834  silver  fifty-K^ent  pieces  were  selling  at  a  premiimi  of 
1  per  cent  for  export.^  By  August  this  premium  had 
reached  8i  per  cent.*  In  May,  1837,  the  majority  of  the 
banks  suspended  specie  payments,  and  the  coimtry  was 
facing  an  actual  shortage  of  available  money  for  carry- 
ing on  its  business.*  To  relieve  the  stringency  caused  by 
this  inadequate  supply  of  change,  tokens  again  made 

>  NUw*  ReciBter.  10  (1821):  430.  *  Ibid.,  22  (1822):  34. 

i  Ibid.,  18  (1820):  42.  43.  «  Ibid.,  47  (1884):  147  and  48  (1886):  74. 

•  Ibid..  62  (1837):  860. 

•  *•  Thcra  is  an  awfyX  pnasuie  for  money,  in  most  of  the  oitifls.  The  shsTets  eiaet 
their  pound  of  flesh.'*    Ibid.,  60  (May.  1836):  186. 

The  coinace  of  silrer  for  the  quarter  endinc  June  80. 1836,  was  $1,286,000,  and  only 
$77  of  this  was  in  smaU  change.    Hud..  60  (1836):  370. 
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their  appearance.  As  many  as  164  varieties  of  this 
period  are  recorded.  Of  these  71  are  general  tokens,  and 
93  are  tradesmen's  tokens. 

The  legends  and  designs  on  the  general  tokens  furnish 
a  good  commentary  on  the  political  and  social  conditions 
of  the  period.  They  refer  to  the  Second  United  States 
Bank,  the  suspension  of  specie  payments,  Benton's 
"  mint  drops,"  slavery,  etc.  In  New  England  these 
tokens  were  called  "Bungtown  Coppers,"  in  New 
York  "  Shinplasters,"  and  in  New  Jersey  "  Horse- 
heads."  ^  One  coin  dated  1834  is  particularly  striking. 
On  the  obverse  it  has  the  gaunt  figure  of  President 
Jackson  with  a  sword  in  one  hand  and  a  money  bag  in 
the  other.  The  legend  reads,  a  plain  system,  void  of 
POMP.  The  reverse  bears  the  emblem  of  a  stubborn 
jackass,  branded  on  the  haimches  with  the  letters  LL.D.| 
an  allusion  to  the  degree  conferred  upon  Jackson  by 
Harvard  University.  The  emblem  bears  over  it,  boman 
FiRBCNESS,  and  aroimd  the  edges  are  Jackson's  well- 
known  words,  THE  CONSTITUTION  AS  I  UNDERSTAND  IT. 

Another  token  bears  on  the  obverse,  my  substitute  fob 

THE  UNITED  STATES  BANK.     On  a  bust  of  JacksOU  is,  MY 

and  below,  the  words,  expebiment  /  my  /  cubbbnct  /  . 
MY  /  GLOBY.  On  the  reverse  appears,  pebish  cbedit. 
pebish  commebce,  and  a  boar,  running,  with  my  / 
TtiiRD  HEAT  written  on  his  side;  above,  my  /  victoby, 
below,  DOWN  with  the  /  bank.  Date,  1834.  An  inter- 
esting tjrpe,  because  it  indicates  the  sentiment  ah-eady 
forming  at  that  time  against  slavery,  bears  on  the  ob- 
verse a  slave  woman  in  chains,  kneeling,  and  the  legend, 
AM  I  NOT  A  WOMAN  AND  A  8ISTEB.  On  the  reverse  the 
inscription  is,  united  states  of  amebica,  and  within 
an  olive  wreath,  ubebty  /  1838.* 

1  Prime.  Coins.  Medals,  sod  fleds.  109. 

>  For  further  types,  see  Cstslocue  of  Coins,  Tokens,  and  Medals.  1014, 118, 110. 
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Many  of  these  tokens  were  issued  by  individuals,  but 
that  some  concerns  made  it  a  business  to  coin  them  is 
indicated  by  the  following  extract: 

These  tokens  were  issued  from  the  Waterbuiy,  Conn.,  button 
factory,  of  the  Scovilles,  chiefly,  if  not  entirely,  as  we  are  informed, 
and  in  large  quantities.  They  passed  as  currency,  being  of  good 
metal  and  weight,  and  though  of  insignificant  nominal  value  as 
compared  with  the  bank  bills  of  the  day,  they  are  yet  occasionally 
found  in  circulation  [1879],  while  the  bills  exist  only  as  curiosities  in 
albums,  or  are  laid  away  in  some  comer  as  reminders  of  days  when 
bank  note  values,  like  Jonah's  gourd,  shrank  out  of  existence,  often 
even  in  a  night.^ 

In  Baltimore  these  general  tokens  were  advertised  in  the 
newspapers  by  commission  houses.  They  were  retailed 
to  all  comers,  usually  in  bushel  lots  at  fifty  to  sixty*two 
and  one-half  cents  per  hundred.*  As  a  result  of  these 
wholesale  dealings  the  solicitor  of  the  Treasury  directed 
the  United  States  attorney  at  Baltimore  to  institute 
legal  proceedings  under  the  law  of  May  8,  1792.' 

More  nimierous  as  tyi)es,  but  probably  not  more 
numerous  in  total  output,  were  the  tradesmen's  tokens.^ 
Sometimes,  in  addition  to  the  ordinary  legends,  they 
bore  trite  sayings,  as  "By  trade  we  prosper"  and 
"  Time  is  money."  These  tokens  were  made  usually  of 
copper  and  brass,  but  sometimes  from  tin,  lead,  German 
silver,  or  silver;  and  in  value  they  were  predominantly 

1  H.  N.  Johnson,  Western  Reserve  and  Northern  Ohio  Historical  Society,  Pio- 
ofsdingi,  2:  73.  For  a  desoription  of  one  type  of  their  issue,  see  Catalogue  of  Coins, 
etc.,  p.  119. 

>  Quoted  from  the  New  York  Journal  of  Commerce,  in  Niles*  Register.  53  (1837): 
104. 

*  This  law  declared  that  **  no  copper  coins  or  pieces  whatsoerer,  except  the  said 
cents  and  half  cents,  being  those  coined  at  the  mint  of  the  United  States,  shall  pass 
current  as  money,  or  shall  be  paid,  or  offered  to  be  paid,  or  received  in  payment,  for  any 
debt,  demand,  claim,  matter,  or  thing  whatsoever;  and  all  copper  ooins  or  pieces,  except 
the  said  cents  and  half  cents,  which  shall  be  paid,  [etc.],  shall  be  forfeited;  and  any  per- 
son by  whom  any  of  them  shall  have  been  so  paid,  (ete.1,  shall  also  forfeit  the  sum  of  ten 
doOais  .  .  ."    Joseph  Story,  Laws  of  United  States  (2d  ed.),  1: 266. 

*  For  a  description  of  several  types  of  these  tokens,  see  Catalogue  of  Coins,  et6., 
120, 121. 
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one  cenV  but  some  were  three,  five,  and  six  cents.  They 
were  seldom  dated.  The  states  from  which  issues  were 
in  existence  as  late  as  1858,  with  the  number  of  issues, 
are:  New  York  126  (at  least  107  of  these  in  New  York 
City),  Pennsylvania  19,  Massachusetts  12,  Connecticut 
5,  Louisiana  5,  Vii^nia  4,  Illinois  4,  New  Hampshire  3, 
Rhode  Island  3,  Maryland  3,  Michigan  3,  New  Jersey  2, 
South  Carolina  2,  Georgia  1,  Mississippi  1,  and  Ohio  1.* 

As  the  government  output  of  small  change  increased,* 
and  with  the  return  of  normal  times,  the  circulation  of 
these  tokens,  both  tradesmen's  and  general,  fell  off.  In 
the  decade  following  the  close  of  the  Jacksonian  era, 
1840-1850,  the  issue  of  tokens  was  apparently  very 
sporadic  —  for  instance,  1846  in  South  Carolina,  1847 
and  1849  in  California,  and  1850  in  Wisconsin.  Scat- 
tered examples  of  this  sort  cannot  be  taken  as  evidenceof 
an  insufficient  currency,  but  rather  as  an  indication  of 
local  conditions  or  the  pecuUar  circumstances  of  the 
issuer. 

Tokens  issued  after  the  California  gold  discoveries.  — 
Of  all  periods  so  far  discussed  it  seems  that  the  period 
1850-1853  ought  to  have  been  most  prolific  in  tokens. 
Indications  are  not  wanting  that  a  large  supply  was  put 
out,  but  definite  evidence  is  very  scarce.  As  previously 
indicated,  the  coinage  law  of  1834  by  making  the  coin- 
age ratio  between  silver  and  gold  approximately  16  to  1 
put  a  premiiun  on  silver,  but  this  premium  did  not 

>  Most  of  these  tokens  were  siae  18  (that  is,  18/16  of  an  inch  in  diameter).  —  the 
site  of  the  copper  cent  of  that  time. 

*  C.  I.  Bushnell,  Tradesmen's  Cards,  Political  Tokens,  etc.,  13-74. 

*  Mint  ooinage  of  copper  cents: 

1836 2,111,000 

1887 5,668.300 

1888 6,370,200 

1839 3.128.661 

Sttowden,  Mint  Manual,  facing  page  128. 
During  May,  1838,  2,229,600  small  change  pieces  were  coined,  and  the  mint  was 
still  busily  engaged  on  account  of  the  strong  demand.    Niks*  Register,  54  (1838):  258, 
259. 
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become  of  very  great  significance  until  the  discovery  of 
gold  in  California.  The  change  was  probably  further 
intensified  by  the  substitution  of  silver  for  gold  in  Hol- 
land.^ The  banks  then  found  it  profitable  to  substitute 
gold  for  silver  in  their  reserves,  and  export  the  silver. 
As  the  premium  on  silver  rose,  the  silver  coins,  even 
down  to  the  smallest  denominations,  were  to  a  certain 
extent  driven  out  of  circulation  and  out  of  the  country. 
Late  in  1850  or  in  January,  1851,  the  postmaster  of  New 
York  City  wrote  to  the  director  of  the  Philadelphia 
mint  asking  for  a  supply  of  gold  dollars  to  be  used  as 
change.*  By  February  of  the  same  year  brokers  in 
Philadelphia  were  advertising  to  purchase  silver  coin  at 
a  premium.*  S.  D.  Ingham,  a  former  secretary  of  the 
treasury,  wrote: 

We  have  now  approached  a  crisis,  in  which,  by  reason  of  the  over- 
valuation of  gold  in  the  coins  and  the  increased  production  of  gold 
in  California,  it  has  so  depreciated,  in  proportion  to  silver,  that  the 
latter  commands  a  premium  of  three  per  cent,  and  is  rapidly  being 
withdrawn  from  the  banks  and  pubhc  treasury  for  exportation,  and 
a  few  months  will  probably  leave  nothing  for  the  small  payments 
and  exchanges,  except  some  light  foreign  coins,  and  their  companions 
paper  tokens,  or  tickets  to  be  issued  by  every  one  who  pleases.* 

In  his  report  for  the  fiscal  year  ending  June  30,  1862,* 
the  Secretary  of  the  Treasiuy  pointed  out  the  fact  that 
the  continuing  production  of  gold  had  driven  out  of  cir- 
culation aU  full-weight  silver,  and  that  nothing  remained 
as  change  except  worn  pieces  of  Spanish  coinage,  many 
of  them  reduced  in  weight  10  or  20  per  cent  of  their 
nominal  value.  Specific  examples  of  the  scarcity  of 
change  are  furnished  by  one  Lowell  manufacturing  com- 
pany which  spent  $30  per  month  as  premiiun  on  small 

1  Quoted  from  the  London  Times.  Nov.  Se,  1800,  in  Braken*  Macaiine,  5  (1850. 
1851):  677. 

*  Hunt's.  24  (1851):  245.  246.  >  Ibid.,  266. 

*  Quoted  from  article  entitled, "  ObBervations  on  the  Cuireney  of  the  United  States," 
Ibid.,  25  (1851):  290. 

>  Finance  Report.  1851,  1852. 11. 
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change  with  which  to  pay  off  its  employees,  and  by  two 
raUroad  companies  which  paid  a  premium  of  160  and 
$80  per  month  for  small  change  to  be  used  in  their 
depot  in  Boston  and  on  their  roads.  All  railroads  had 
to  count  as  part  of  their  operating  expenses  the  premium 
to  be  paid  for  change.^  The  relief  came  from  two 
sources:  first,  the  issue  of  small  denomination  bank- 
notes, and  second,  the  issue  of  tokens.  After  referring  to 
these  new  banks  which  had  sprung  up  to  meet  the  cur- 
rent need  and  at  the  same  time  to  fatten  the  pocket- 
books  of  the  incorporators;  an  article  in  the  February, 
1853,  number  of  Hunt^s  Merchants'  Magazine  says: 

Under  the  shadow  of  these  new  banks,  a  large  batch  of  private 
sbinplasteiB  have  been  issued  to  the  amount  oi  betwem  one  and 
two  millions  of  dollars,  which  at  present  find  a  ready  circulation 
throughout  the  interior.  .  .  . 

Nearer  the  Atlantic  coast,  fractional  bills  have  been  issued  by 
individuals  and  firms  doing  business  which  requires  a  large  amount 
of  small  change,  for  the  purpose  of  supplying  the  want  of  silver 
coin.  .  .  .  They  are  .  .  .  illegal,  and  theu*  currency  should  be 
discountenanced.* 

The  agitation  of  the  authorities  acquainted  with  the 
needs  of  the  currency  system,  reenf  orced  by  this  scarcity 
of  change,  led  to  the  passage  of  the  law  of  1853,  which 
provided  for  a  light-weight  fractional  silver  coinage.' 
The  enormous  increase  in  the  coinage  of  silver  ^  gives 
every  reason  for  crediting  the  statement  published  in  the 
Philadelphia  papers  early  in  1854  that  the  United  States 
Mint  had  fully  met  the  complaint  of  a  lack  of  change.* 

>  Seeratorics  of  the  TraMuryaiul  others  ocAtinually  pointed  out  that  tlMoruz  of  tbc 
whole  nuttter  lay  in  the  iaeuing  of  full-weicht  subtidinry  eoine.  Cf.  Hunt's.  25  (1851): 
200  and  Finance  Report.  1851, 1852. 11. 

*  Hunt's,  28  (1853):  211. 

*  The  act  reduced  the  standard  content  of  the  fiftynsent  pieces  from  206.25  to  102 
frains,  and  that  of  the  other  smaller  aUver  coins  proportionately. 

*  Coinace: 

Year  Halves  Quarters  Dimes  Half-^limes 

1852  77,130  177,0e0  1,535.500  1,000.500 

1858  8.532.708  15.254.220  12.178,010  18.345,020 

Snowden,  Mint  Manual,  facing  pace  128. 
«  Hunt's,  80  (1854):  224. 
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They  pointed  out  that  there  was  lying  in  the  mint  then, 
subject  to  the  call  of  any  who  dedred  it,  over  a  million 
dollars  in  silver  coin.  The  enactment  of  the  law  of  1853 
provided  relief  for  the  last  noteworthy  scarcity  of 
subsidiary  money  prior  to  the  Civil  War  period. 

Oold  Tokem.  —  The  issue  of  gold  tokens  presents  a 
ease  different  from  the  issue  of  copper  and  other  small- 
value  tokens  in  that,  with  one  possible  exception,  the 
gold  tokens  were  not  made  to  supply  the  people  with 
small  change.  The  situation  is  parallel  in  that  the  de- 
mand, or  at  least  the  pretext,  for  issuing  these  tokens 
came  from  the  failure  of  the  government  to  provide  ade- 
quate assaying  and  coining  facilities.  The  coinage  was 
not  widespread  at  any  one  time,  but  was  localized  and 
limited  in  duration  both  by  the  production  of  gold  in  the 
particular  neighborhood  and  by  the  tardiness  of  the 
government  in  providing  accessible  mints.  Because  of 
the  cost  of  setting  up  a  mint  and  because  of  the  reputa- 
tion for  integrity  that  had  to  be  built  up  by  private 
mints,  a  very  few  establishments  at  best  could  engage 
in  the  work.^ 

Georgia.  —  The  first  coins  of  this  type  were  minted  by 
Templeton  Reid,  in  Georgia,  in  1830.  He  established 
his  mint  in  Lmnpkin  county,  near  the  gold  mines,*  and 
turned  out  $10,  $5,  and  $2.50  coins.  By  weight  one 
test  of  these  coins  at  the  United  States  Mint  gave 
respectively  251,  123.3,  and  60  grains.*  An  assay  made 
in  1842,  however,  gave  the  weight  of  a  $10  piece  as  248 
grains,  942  / 1000  fine,  and  the  value  $10.06.^  Just 
how  long  Reid  continued  to  coin  the  Georgia  gold  is 

1  Many  of  the  faets  in  tlM  following  sections  on  cold  tokens  are  oontsined  in  an 
artide  by  the  writer  in  the  South  Atlantic  Quarterly,  April,  1917. 
*  Catalogue  of  Coins,  etc.,  20. 

«IUd.,100.   U.  8.  gold  coins  at  that  time  weighed  (standanl  weight)  270, 136,  and 
67.6  grains  respeetiTdiy. 
«  Ooterbridge,  11. 
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not  certain,  because  all  of  the  coins  are  dated  1830.  It 
is  known,  however,  that  he  was  doing  business  in 
California  in  1849. 

North  Carolina.  —  In  1831,  only  one  year  after  R&d 
began  coining,  a  better  known  and  more  prolific  mint 
was  set  up  at  Rutherfordton,  North  Carolina,  by 
Christopher  Bechtler.  He  was  a  German  immigrant 
from  the  Grand  Duchy  of  Baden  where  he  had  been  a 
gun*maker  and  goldsmith.  G.  W.  Featherstonbau^  in 
A  Canoe  Voyage  up  the  Minnay  Sotar^  published  in 
London,  1847,  tells  how  he  was  impressed  with  Bechtler's 
honesty  in  making  his  coins  the  same  value  as  the  coins 
of  the  United  States.^  The  mint  was  in  the  hands  of 
Christopher  Bechtler  from  1831  to  1842,  and  then  it 
passed  to  his  son  Augustus.  By  that  time,  however,  its 
usefulness  had  been  impaired  by  the  establishmait  of 
the  United  States  Mint  at  Charlotte  in  1838. 

When  Bechtler  started  coining,  he  issued  $1,  S2.50, 
and  $5  gold  pieces  without  date,  and  it  was  not  until 
1834  that  the  date  appears  on  his  coins.  Afterwards, 
all  his  coins  appeared  as  of  that  date.  From  1834  on,  the 
tokens  were  turned  out  in  three  weights,  depending  on 
their  fineness,  as  follows: 


20  carats 

%5 

to  weigh 

140  grains 

21      « 

5 

«      « 

134      * 

22      « 

5 

«      « 

128      « 

To  designate  these  di£ferent  degrees  of  fineness,  the 
number  of  carats  was  frequently  indicated  by  numerals 
on  the  coins,  and  in  addition  the  practice  was  sometimes 
followed  of  putting  on  the  reverse  of  the  20  carat  coins, 
"  North  Carolina  gold  ";  of  the  21  carat  doins,  "  Caro- 
lina gold,"  and  of  the  22  carat  coins,  "  Georgia  gold."  * 

I  ThomM  FeatherotonlMMisfa,  in  PublioaUoos  of  Southern  Histoiy  AHodntioD, 
1906,  67-77. 

*  Catalogue  of  Coins,  etc..  109  and  Festhentonbaugh,  67-77. 
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This  designation  does  not  appear  to  have  had  anjrthing 
to  do  with  the  source  of  the  gold,  since  all  the  ore  prob- 
ably came  from  the  same  place.  In  addition  to  the 
marks  just  mentioned,  Bechtler  stamped  on  his  coins 
his  name  and  placeof  business,  value,  date  (after  1834), 
fineness,  and  weight. 

One  test  of  this  coinage  indicated  an  irregularity  in 
the  fineness  amounting  to  a  loss  of  about  2}  per  cent.^ 
Another  test  gave  an  average  deficiency  in  weight  from 
the  amount  stated  on  the  coin  of  4.7  grains,*  but  varia- 
tions in  the  fineness  may  have  helped  make  up  for  the 
deficiency.  Fortunately,  there  is  a  definite  and  appar- 
ently reliable  statement  of  the  amount  of  money  coined 
up  to  1840.  During  this  period  Bechtler  states  he  coined 
$2,241,840.50.  The  total  bullion  from  the  North  Caro- 
lina mines  from  the  first  mint  record  in  1804  to  Decem- 
ber 31,  1839,  is  put  at  $10,000,000;  so  that  Bechtler 
handled  approximately  one-fourth  of  the  total  output.* 
Hunt's  Merchants'  Magazinej  1844,  says:  '^  The  com- 
munity having  a  just  confidence  in  the  purity  of  the 
metal,  much  of  it  is  carried  by  travellers,  emigrants, 
traders  and  others,  into  Kentucky,  Tennessee  and  else- 
where ....  Much  of  it  is  beheved  to  be  still  extant 
among  the  farmers,  not  only  in  Tennessee  and  Ken- 
tucky, but  North  Carolina,  laid  up,  with  prudent 
foresight,  for  future  use."  * 

The  question  of  the  justification  of  these  enterprises 
is  raised  by  John  Landis,  formerly  superintendent  of  the 
mint  at  Philadelphia,  when  he  says:  ''  There  can  hardly 
have  been  any  reason  of  necessity  for  either  of  these 
enterprises,  since  neither  conununity  was  beyond  the 
reach  of  assay  offices  where  gold  could  have  been  dis- 

1  FeatlierBtonlMkuch,  67-77.  *  Catalogue  of  Coins,  etc..  109, 110. 

>  Hunt's,  11  (1844):  64  and  Featherstonbaugh,  67-77. 
«  Hunt's,  11: 64. 
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poeed  of."  ^  That  the  private  mints  were  serving  an 
actual  need,  however,  is  indicated  by  the  introduction 
of  a  bill  in  1831  to  establish  assay  offices  in  the  gold 
r^ons  of  North  Carolina,  South  Carolina,  and  Georgia.* 
Nothing  was  done,  as  a  matter  of  fact,  until  in  1838  the 
United  States  mints  at  Dahlonega,  Georgia,  and  Char- 
lotte, North  Carolina,  began  operations  limited  to  the 
coini^  of  gold.  Moreover,  the  Director  of  the  Mint  in 
his  report  for  1841,  in  speaking  of  these  Georgia  and 
North  Carolina  tokens,  said:  ''  The  coins  thus  fabri- 
cated are  below  the  nominal  value  marked  upon  them; 
yet  they  circulate  freely  at  this  value,  and  therefore  it 
must  be  more  advantageous  to  the  miner  to  carry  his 
bullion  to  the  private  than  the  public  mints."  * 

Calif amia.  —  In  California  tiie  same  process  which 
was  carried  out  earlier  in  Georgia  and  North  Carolina 
was  repeated  on  a  much  larger  scale.  Gold  was  di^ 
covered  far  from  assay  offices  and  government  mints. 
Transportation  was  slow,  uncertain,  and  expensive. 
The  people  needed  money.  Pressure  was  brought  to 
bear  to  have  a  mint  established,  but  Congress  was  slow, 
and  private  mints  sprang  up  as  much  to  supply  the 
people  with  what  they  demanded  as  to  fatten  the  coffers 
of  their  owners.  Because  these  private  tokens  did  fill 
a  positive  need,  the  California  law  passed  to  prohibit 
their  circulation  and  to  close  the  places  of  issue  was 
repealed.^  The  various  establishments  rendered  this 
service  with  varying  degrees  of  honesty. 

At  first  gold  dust  and  nuggets,  weired  and  marked 
with  the  value  of  the  contents,  served  for  money.  There 
was  no  great  need  for  small  change  because  of  the  rela- 
tive abundance  of  Mexican  silver  coins. '^  To  supply  the 

>  CnUlopie  of  Coins,  etc..  20.  >  Hunt**.  4  (1840):  888. 

>  Niks'  Rssister,  41  (1881):  300. 

«  Horace  White,  Money  and  Banking  (Ath  ed.),  8. 

«  Guide  to  the  Numisniatic  CoUeotion  of  the  United  SUtes  Mint,  at  PhiladiJpWs, 
1018.  06. 
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need  for  larger  coins  no  less  than  fourteen  private  mints 
were  established  in  a  very  short  time.^  For  the  most 
part  the  issues  were  in  denominations  of  $10  and  $5,  tho 
a  few  $50  and  $20  pieces  were  coined.  The  general  style 
of  these  coins  was  the  same.  They  bore  the  name  of  the 
issuer,  the  value,  and  some  sort  of  a  design  —  usually 
the  bust  of  Liberty,  the  figure  of  an  eagle,  or  occasionally 
of  some  animal.  The  following  table  indicates  the 
weights  and  sizes  of  the  coins  issued : 

Coin  Weight  SiM* 

$  6  115.2  to     132.5  grains  14  to  15 

10  129.2  «     263.8      *  13  '^  18 

20  515.7  «     523.7      «  21  «  22 

50  1,287.5  «  1,320.0      «  26  «  28 

The  fluctuation  in  weight  was  due  in  part  to  the  variar 
tion  in  fineness,  but  the  value  was  not  uniform.* 

Absolutely,  the  amount  of  gold  coined  by  these  com- 
panies was  large,  but  they  handled  a  smaller  percentage 
of  the  output  than  Bechtler  did  of  the  NorUi  Carolina 
production.  It  was  estimated  in  June,  1852,  that  there 
was  circulating  in  the  form  of  gold  dust  or  California 
private  coin  $20  for  each  of  the  212,000  population,  or 

>  Tliey  mn:  Baldwin  and  Co.;  Cinelnnati  Mininc  and  TnuUng  Co.;  AngustiiB 
HttialMri;  Kdlon  and  Co.;  MaaaaoliuMttB  and  California  Blining  Co.;  Biinar'aBank 
(Wricht  and  Haigbt);  Moffat  and  Co.;  Noma,  Gri«g,  and  Noma;  Pacific  Mining  Co.; 
Templeton  R«id;  Waaa,  MoUtor  and  Co.;  Duboeq  and  Co.;  ShuHs  and  Co.  —  all  of 
San  fVandaoo,  and  J.  B.  Onnaby,  of  Sacramento.  Catalogue  of  Coina,  etc.,  110-114 
and  Bankos*  Macanne.  6  (1861-^):  181.  182. 

*  8iae  In  aixteentha  of  an  inch  diameter. 

•  Thia  lack  of  uniformity  ia  evidenced  by  the  followiac  mint  teat: 

Coin  Values 

$10  10.87.    10.75.    87.86.    80.70.    and    80.077 

6  4.83,      4.80,      4.48.      4.02.      4.0ft,    and      4.065 

The  80.077  gold  coin  of  810  waa  iasued  by  Moffat  and  Co.  An  earlier  test,  made  in 
1840,  at  the  New  Orleana  Mint,  ahowed  practically  the  same  reaulti.  Commenting  on 
that  test,  the  aaiayer  aaid:  '*  Aa  .  .  .  these  coins  appear  to  be  made  of  Cahfomia 
gold,  unchanged,  except  in  melting,  and  being  cast  into  ingots,  we  may  expect  the 
title  to  vary  aa  much  as  that  of  the  gokl  in  different  localitiea,  the  range  of  which  is 
from  860  to  010  milliemes.  Hence  no  surprise  should  exist  at  a  difference  of  title  ren- 
dered in  the  same  mint,  or  of  the  titlca  aa  compared  with  those  of  other  mints.*' 
Hunt.  22  (1850).  226,  227. 
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a  total  of  $4,240,000.^  For  the  whole  period  ending 
January  1,  1854,  it  was  estimated  that  $260,000,000  in 
gold  had  been  produced.  ''More  than  $60,000,000 
have  been  coined  in  this  city  [San  Francisco],  but  a 
large  amount  of  it  has  been  recoined  at  the  United 
States  Mints.  The  only  private  coining  estabUshment 
now  in  operation  here  is  that  of  Kellogg  and  Richter, 
which  is  doing  a  very  heavy  business."  *  The  California 
coins  bear  the  dates:  1849  to  1853  —  the  greats 
number  in  1849  and  1850. 

An  interesting  feature  of  the  coinage  is  the  gold  haLf- 
and  quarter-dollars  bearing  dates  ranging  from  1852  to 
1880.*  It  is  thought  by  some  that  these  small  pieces 
were  intended  for  souvenirs  rather  than  for  circulation. 
The  extended  period  of  their  issue,  long  after  an  abund- 
any  supply  of  small  change  was  available,  seems  to  sup- 
port this  view.  It  is  true,  however,  that  because  at  firat 
$50  was  the  lowest  value  ingot  stamped  at  the  United 
States  assay  office  in  San  Francisco,  there  came  to  be  a 
shortage  of  small  denomination  money.  Mexican 
dollars  sold  at  a  premiimi  in  December,  1851,  of  from 
1  to  2  per  cent,  and  the  banking  houses  charged  at  the 
same  time  a  2  per  cent  premiimi  for  small  gold  pieces  of 
American  coinage.^  This  need  may  have  been  supplied 
in  part  by  these  small  coins.  The  Director  of  the  Mint 
in  1871  said  ''  no  doubt  these  coins  have  been  imposed 
upon  ignorant  persons  as  real  money."  *  Their  use  was 
probably  very  limited. 

The  United  States  government  responded  to  the 
demand  for  better  coinage  facihties  in  1851  by  contract- 
ing with  Moffat  and  Company  of  San  Francisco,  for  the 
assay  and  coinage  of  pieces  or  ''  slugs."    The  smallest 

1  Hunt's,  27  (1862):  474.  «  Hunt's,  25  (1851):  743. 

>  Ibid.,  33  (1855):  353.  •  Finance  fieport,  1871,  482. 

*  Catalogue  of  CoiDS,  etc.,  114.  115. 
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denomination  was  to  be  $50,  and  $100  and  $200  pieces 
were  to  be  issued  with  the  same  stamp.  They  were  by 
law  coins  of  the  United  States  and  full  legal  tender. 
Ingots  over  $200  in  value  might  be  stamped,  but  they 
were  to  be  in  the  form  of  bars.^  This  assay  coinage  did 
not  help  the  currency  situation  much,  because  the  issue 
was  limited  to  pieces  of  $50  and  over.  In  the  early  part 
of  1862  the  contract  was  transferred  to  Ciurtis,  Perry, 
and  Ward,  and  they  were  authorized  to  issue  $10 
ingots.*  The  need  was  for  a  mint  to  turn  out  the  regular 
denomination  gold  coins,  and  the  inconvenience  and 
confusion  caused  by  the  government's  tardiness  in 
establishing  such  a  mint  is  indicated  by  the  following 
extract  from  the  AUa  California^  of  San  Francisco, 
1851 :» 

The  present  difficulties  in  the  way  of  trade,  consequent  upon  the 
issue  of  irresponsible  coin,  results  naturally  from  the  faUure  of 
congress  to  provide  us  with  a  mint;  in  the  absence  of  which  these 
spurious  imitations  have  flooded  the  channels  of  trade,  until  they 
have  become  water-logged,  have  simk,  and  are  now  like  snags, 
knocking  out  the  bottom  of  commerce,  and  business  generally.  The 
bankers,  who  especially  aided  in  getting  this  coin  in  circulation,  by 
which  they,  of  coiu^,  made  pretty  fair  percentage,  have  determined 
to  decry  it,  and  thus  make  another  good  percentage,  by  purchasing 
it  when  the  panic  shall  have  depressed  it  below  its  real  value.  The 
merchants  also  have  repudiated  it.  This  movement  of  theirs  would 
have  been  much  better  had  they  taken  it  long  ago. 

In  the  same  connection,  Hunt^s  Merchants'  Magazine 
says :  '^  The  want  of  a  mint  has  cost  the  miners  $18,000,- 
000,  which  has  been  the  profit  of  speculaters  (sic), 
through  the  neglect  of  the  government  to  provide  a 
mint  accessible  to  all."  *  This  failing  was  remedied  by 
the  passing  of  an  act,  July,  1852,  to  establish  a  mint  at 
San  Francisco.  The  mint  was  not  ready  for  operation 
until  early  in  1854.* 

>  Hunt's.  24  (1851):  743,  744.  •  Hunt's,  26  (1851):  236. 

*  BukexB*  Macftdne,  6  (1851-52):  1008.  «  n>id.,  24  (1851):  462. 

«  Buiken'  Maguine,  8  (1854):  789. 
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MisceUaneoua.  —  In  1842  the  Orange  Exchange  Com* 
P&oiyy  Oregon  City,  Or^^n,  put  out  some  $10  and  $5 
gold  pieces,  sizes  17  and  14,  and  by  weight  262  and  129.5 
grains  respectively.^  At  one  test  the  bullion  value  of  a 
$5  specimen  proved  to  be  $4.82.^  A  rather  interesting 
private  issue  was  the  so-called  '^  Coinage  of  the  Mor- 
mons,'' struck  in  Utah  in  1849  and  1860.  The  denomi- 
nations coined  were  $20,  $10,  $5,  and  $2.50.  The 
design  of  a  $20  piece  of  1849  is  typical.  On  the  obverse 
it  bore  the  legend,  holiness  to  the  lord,  and  on  the 
reverse  the  letters,  G.  S.  L.  C.  P.  G.'  The  $10  pieces 
ranged  in  value  from  $8.50  to  $8.70.^  One  test  of  $20 
pieces  gave  an  average  value  of  $17,225.  "  If  this  assay 
at  the  mint  be  a  fair  test  of  the  value  of  the  whole  of  the 
Great  Salt  Lake  manufacture  of  coin  —  the  Mormons 
seem  to  know  what  they  are  about,  and  to  be  deter- 
mined to  make  the  best  of  their  gold  mines."  '^  In  1860 
and  1861  there  were  three  concerns  coining  gold  in 
Colorado,  in  denominations  of  $10,  $5,  and  $2.50.* 
This  coinage  was  issued  in  considerable  quantities  and 
was  current  in  the  Far  West.  It  was  of  a  pale  color, 
more  highly  alloyed  by  the  natural  silver  in  it  than  the 
United  States  gold  coins,  but  this  deficiency  was  made 
up  in  part  by  the  increased  weight.^  In  value  the  $10 
issues  of  Clark,  Gruber  and  Company,  counting  the 
silver  in  them,  varied  from  a  few  cents  above  to  a  few 
cents  below  $10.    Other  issues  did  not  test  out  so  well.' 

1  CaUlogue  of  Coins,  etc.,  116.  *  Snowden,  Mint  Manual,  136. 

>  Catalogue  of  Coina,  etc.,  117.  The  letters  atand  for  Great  Salt  Lake  City  Pun 
Gold. 

«  Snowden,  Mint  Manual,  128.  ■  Bankets*  Macasine.  4  (1849-60):  660. 

•  Clark,  Gruber  and  Co.  and  J.  J.  Conwayi  of  Denver,  and  John  Panon  and  Cat 
Tarryall  Mines.    Catalogue  of  Coins,  etc.,  116, 117. 

'  Coin  Weight  in  grains  Coin  Weight  in  grains 

$20  668.0  16  130.8  to  138.8 

10  360  to  376.7  3.60  68.6  to   74.0 

Catalogue  of  Coins,  ete.,  11&-117. 
The  corresponding  United  States  goki  coins  weighed  616,  368, 120,  and  64.5  grains. 

•  Hunt's,  48  (1863):  388. 
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The  desire  for  this  coinage  ceased  with  the  establish- 
ment of  the  United  States  Mint  at  Denver,  September, 
1863.  A  peculiar  gold  coin  in  half-dollar  denomination 
was  issued  in  1871  at  Leavenworth,  Kansas.  On  the 
reverse  it  bore  the  inscription,  half  dollar  cal.,  prob- 
ably in  imitation  of  the  bona  fide  Califomia  coin  of  the 
same  denomination.  The  weight  of  one  specimen  tested 
was  7.6  grains,  520/1000  fine,  value  17  cents.  The  case 
was  taken  up  by  the  authorities  of  the  district  under  the 
act  passed  June  8,  1864,  —  the  first  act  passed  to  pro- 
hibit the  issue  of  gold  coins  by  individuals,  regardless  of 
any  intention  to  imitate  the  coins  of  the  United  States.^ 
This  private  coinage  of  gold,  carried  on  at  different 
periods  in  seven  states  and  territories,  constitutes  an 
anomalous  chapter  in  the  history  of  our  coinage.^  In 
1851  fifteen  private  mints  were  represented  in  the 
twenty-seven  different  kinds  of  gold  coins  assayed  at  the 
Philadelphia  Mint.'  Ten  years  earlier  the  Director  of 
the  Mint  had  expressed  surprise  that  '^  the  privilege  of 
coining  copper  should  be  carefully  confined  by  law  to  the 
general  government;  while  that  of  coinage  gold  and 
silver,  tho  withheld  from  the  states,  is  freely  permitted 
to  individuals,  with  the  single  restriction  that  they  must 
not  imitate  the  coinage  established  by  law."  *  Nat- 
urally the  people  patronized  these  private  establish- 
ments, since  in  1849  and  early  1850  the  minimum  period 
between  depositing  the  bullion  and  receiving  the  coin  at 
the  government  mint  in  Philadelphia  was  sixty  days. 
Bullion  deposited  prior  to  December,  1840,  was  paid  out 
in  coin  the  middle  of  the  following  February.    This 

1  Finance  Report,  1871,  432. 

s  **  The  iasae  of  sueh  coins  is  not  illegal,  and  under  enstinc  eiroumstances  may  be 
salutary,  or  even  dictated  by  necessity.*' 

Quoted  from.  New  Varieties  of  Gold  and  Silver  Coins,  Counterfeit  Coins,  and  Bul- 
lion: ^tfa  Mint  Values,  by  Jacob  R.  Eckfddt  and  William  E.  Dubois,  in  Banken' 
Macasine,  5(1850>51):  200. 
.  *  Outerbridce,  9.  «  Quoted  in  Hunt's,  4  (1841):  888. 
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situation  had  been  materially  bettered,  however,  before 
the  end  of  1851,  and  the  usual  time  elapsing  between  the 
deposit  of  bullion  and  the  b^inning  of  the  payment  of 
the  coins  had  been  reduced  to  forty-eight  hours.^ 

IV.  Tokens  Issued  Since  1861 

During  the  year  1860  the  bullion  value  of  two  half- 
dollars  ranged  from  96.65  to  08.43  cents  in  gold;  so 
when  the  depreciation  of  paper  passed  beyond  3  per  cent, 
there  was  a  tendency  for  silver  to  disappear  from 
circulation.  The  disturbances  attendant  upon  the 
Civil  War  period  soon  brought  about  a  depreciation  of 
paper  which  exceeded  3  per  cent.  The  scarcity  of  small 
change  in  the  early  period  of  the  war  is  pictured  in  the 
following  quotation  from  the  Bankers'  Magazine  for 
July,  1862: 

"  The  North  American  says:  '  At  an  early  hour  in  the  morning  there 
was  not  less  than  a  hundred  and  fifty  boys  and  men,  and  thirty-one 
young  ladies  and  girls,  awaiting  a  supply  of  pennies.  The  boys  and 
men  carried  shot  bags,  cigar-boxes,  baskets,  and  aU  sorts  of  con- 
trivances in  which  to  carry  off  the  much-needed  coin.  The  girls 
principally  carried  neat  baskets.  When  the  distribution  came  to  be 
made,  the  girls  were  first  served,  to  the  intense  chagrin  of  the  men, 
who  had  been  standing  on  a  single  foot,  alternately,  upon  the  side- 
walk, for  two  or  three  hours.' "  • 

By  September,  1862  fractional  silver  coins  conunanded 
a  premium  of  from  10  to  16  per  cent.' 

Civil  War  Tokens.  —  Tte  tokens  issued  during  this 
period  fall  into  the  two  groups  —  tradesmen's  tokens 
and  general  tokens.  The  issues  began  in  the  latter  part 
of  1862,  reached  their  maximum  in  1863,  and  dwindled 
away  in  1864.  The  Coin  Collector's  Journal  for  1876 
mentions  about  5000  varieties  of  one-cent  tokens,  both 

>  Hunt's,  26  (1862):  234.  *  HunVs,  47  (1868):  301. 

*  Banken'  Magaane,  17  (1862):  390. 
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tradesmen's  and  general.  For  the  most  part  they  were 
of  the  same  diameter  and  thickness,  about  the  sise  of  the 
small  cent  then  in  use;  in  appearance  they  were  similar 
to  the  old  copper  cent.  Most  of  them  were  copper 
alloyed.^ 

Yrom  the  various  collections  described,  possibly  with 
some  duplication,  there  are  records  of  approximately 
4500  varieties  of  tradesmen's  tokens  alone.  In  one 
rather  large  collection  ^  the  distribution  by  states  is: 
Ohio  1358,  New  York  914,  Michigan  511,  Wisconsin 
385,  Indiana  270,  Illinois  160,  Pennsylvania  156,  and 
Rhode  Island  130.  The  total  for  the  New  England 
states,  exclusive  of  Rhode  Island,  is  22.  The  distribu- 
tion by  cities  is  also  suggestive.  The  western  cities  were 
especially  productive.  Cleveland  led  the  list  in  one 
collection  with  888  varieties.  In  still  another  collection 
New  York  City  gave  over  100  types,*  and  Cincinnati  is 
represented  in  still  a  different  collection  by  61  varieties.^ 
Other  cities  represented  with  the  number  of  issues  are: 
Philadelphia  8,  Chicago  5,  Brooklyn  5,  Albany  3,  New- 
ark 3,  Boston  2,  and  Jersey  City  2.  As  absolute  figures, 
these  records  indicate  very  little,  but  relatively  they 
may  be  taken  to  indicate  in  a  general  way  the  diversity 
of  the  issue  and  the  concentration  points.  Two  things 
militated  against  representative  collections.  In  the 
first  place,  the  collector  was  almost  sure  to  make  the 
bulk  of  his  collection  consist  of  varieties  issued  near  the 
place  where  the  collection  was  made,  because  by  their 
nature  the  radius  of  circulation  for  these  tokens  was 
narrowly  limited.  In  the  second  place,  firms  in  small 
towns  and  small  firms  in  cities  were  almost  sure  to  be 

1  Fmlkncr.  P.8.Q..  16  (1901):  824. 
*  Coin  CoUector's  Journal.  1876.  12. 

«  TIm  Chaae  CoUeotion,  AmerieMi  PhUotofthioAl  Sodety  of  Philadelphia,  Prooeed- 
inis,  9  (1868):  242-268. 

«  EaaUal,  H.  B.,  in  the  Numinnatiat,  1912,  218. 
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left  out,  because  the  smaller  the  issue  the  closer  home 
they  stayed. 

Frequently  these  tradesmen's  tokens  bore  the  emblem 
of  an  Indian  head;  and  sometimes  '^  Liberty  and 
Union  "  or  "  Union  forever  "  was  used.  One  miller  of 
Albany  combined  patriotism  and  business  by  putting 
on  his  coins, ''  Union  flour.''  In  addition  to  the  name 
and  address  of  the  issuer  it  was  customary  to  use  some 
advertising  phrase,  as  "Use  Miller's  50  cents  N.  Y. 
Hair  Dye."  It  has  been  contended,  but  without  much 
probability,  that  the  appearance  of  the  names  of  the 
issuing  firms  indicated  intention  to  redeem.  The  more 
plausible  explanation,  and  the  one  supported  by  the 
history  of  tradesmen's  tokens  issued  at  previous  periods, 
is  that  the  meithant  or  firm  supplied  these  tokens 
largely  to  its  own  customers,  and  the  presence  of  the 
name  of  the  issuer,  in  addition  to  the  advertising  value, 
indicated  not  an  intention  to  redeem  in  lawful  money, 
but  rather  an  implied  promise  to  receive  in  trade 
for  goods.  This  interpretation  is  supported  by  the 
fact  that  a  few  of  the  tokens  carried,  in  addition  to 
the  name  of  the  issuer,  a  specific  promise  to  redeeoL 
Sometimes  redemption  in  bills  was  promised,^  but 
more  often  the  character  of  the  redemption  was  not 
specified.* 

The  Civil  War  card  money  of  Cincinnati  was  a  type 
of  tradesmen's  tokens  suggestive  of  the  paper  tokens 
issued  during  the  War  or  1812  period.*  These  card 
money  tokens  were  merely  promises-to-pay  in  the  form 
of  paper  tickets  with  their  value  stated  on  them,  and 
their  use  was  probably  confined  largely  to  dealings  with 
the  firm  issuing  them.    Their  claim  to  classification  as 

1  An  example  of  speoifie  promiee  of  redemption  Is:  obvene,  ourm  BOimneu^ 
MiLLnt,  TBOT,  M.  T.;  revene,  bbdbuibd  ik  bills  at  mt  omcB.    Chsse  ooUeettoo. 

*  Fslkner.  P.S.Q.,  16: 825.  *  Esekiel,  Numismatist,  lOia,  218. 
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tokens  comes  from  the  fact  that  they  were  widely  used 
to  supply  a  deficiency  of  small  coins  and  were  recognized 
as  a  medium  of  exchange.  Thirty-five  firms  issued 
general  drink  tickets  ranging  in  value  from  one  to 
twenty-five  cents^  nine  firms  issued  bar  tickets  ranging 
from  five  to  twenty-five  cents,  and  one  dancing  academy 
used  cards  good  for  one  dance.  In  all,  sixty-one  firms 
made  use  of  this  kind  of  money.  The  essential  differ- 
ence between  these  tokens  and  the  metal  ones  was  that 
the  paper  ones  were  cheaper.  The  circumstances  of 
issue  were  the  same. 

Under  the  classification  "  general  tokens "  about 
1300  varieties  are  described,  as  compared  with  the  4500 
varieties  of  tradesmen's  tokens.^  This  disparity  in 
numbers  does  not  indicate  a  similar  difference  in  total 
output,  because  each  type  of  general  token  probably 
represents  a  larger  nimiber  of  coins  issued  than  would  be 
true  of  the  tradesmen's  tokens.  This  observation  is 
based  on  the  fact  that  tradesmen's  tokens  were  issued 
by  a  single  Ibm,  and  the  number  so  issued  was  limited 
by  the  amount  that  a  merchant  could  put  out  in  the 
course  of  his  trade.    The  general  tokens,  on  the  other 

1  Reeofd  is  pneenred  of  one  Confederate  cent  token.  On  the  obvene  it  bore* 
connvDwasLArm  exATBe  or  ambbica;  revene,  I/cxnt.  Biie  12.  Catalogue  of  Coins, 
etc.,  122. 

Paper  tokens  were  alao  used  similar  to  those  issued  duiinc  the  War  of  1812  period. 
The  fonn  taken  was  usually  somewhat  after  the  following  example: 


"*•  I    of  invention. 


Sept.  10. 1861. 
Sets. 


SOUTBSRN  SXCHAMaX  OITXCS 

Basin  Bank.  Richmond,  Va. 
I  promiee  to  pay  at  my  office 


Beceivable  for  payment  for  flour,  baled  hay,  oats,  wood,  etc.,  or  in  exohange  for 
bankable  funds,  at  my  office,  when  presented  in  sums  of  five  ddUars. 
This  given  under  my  hand  and  seal. 

8.  p.  oocxs. 
No.  9,  774. 
Banksis'  Magasine,  16  (1862):  828. 
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hand,  were  issued  by  firms  which  made  token-issuing  a 
part  of  their  business,  and  their  output  was  limited  not 
by  the  trade  of  any  one  concern  but  by  the  needs  of  all 
the  public. 

As  in  previous  periods,  these  general  tokens  serve  as 
commentaries  on  the  thought  and  temper  of  the  times. 
The  far  greats  number  bore  such  patriotic  legends  as; 
"  Stand  by  the  flag,"  ''  Army  and  Navy,"  "  Union  for- 
ever,"  "  The  Federal  Union,  it  must  and  shall  be  pre- 
served."   One  is  particularly  militaristic:  obverse,  tbb 

FLAG  OF  OUR  UNION;  rCVCrse,  IF  ANYBODY  ATTEMPTS  TO 
TEAR  IT  DOWN,  SHOOT  HIM  ON  THE  SPOT.     EVCU  in  that 

day  there  were  pacifists,  for  we  find  on  one  coin,  hor- 
rors OF  WAR,  BLESSINGS  OF  PEACE,  1863.  An  echo  of 
the  graft  and  scandal  connected  with  government  war 
supply  contracts  is  found  in  the  legend  on  some  coins, 
"  Millions  for  contractors."  Frequently  connected 
with  this  protest  is  the  embryo  of  a  propaganda  for 
pensions  in  the  phrase,  "  Not  one  cent  for  the  widows." 
A  detailed  study  has  been  made  of  the  tokens  which 
circulated  in  Cincinnati.^  The  issue  of  134  firms  with  a 
total  of  359  varieties  distributed  as  to  date  show: 

28  films  1862 

112     «      1863 

67     «      1864 

16     •      no  date 

Sixteen  varieties  issued  by  W.  K.  Lamphear  was  the 
greatest  number  issued  by  any  one  firm.  All  of  the 
tokens  were  of  the  size  of  the  United  States  bronze  cent, 
and  with  one  exception  were  coined  in  Cincinnati.  This 
study,  admittedly  incomplete,  is  indicative  of  the  wide 
prevalence  of  these  general  tokens  during  those  three 
years  of  greatest  stringency. 

>  EMkid,  Numiunatlst.  1912. 11»-121 
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The  material  out  of  which  these  Civil  War  tokens 
were  made  is  indicated  by  an  examination  of  the  Chase 
collection  deposited  with  the  American  Philosophical 
Society  of  Philadelphia.^  Of  the  303  di£ferent  issues 
represented,  286  were  copper,  17  brass,  and  4  lead 
(some  issues  were  represented  in  more  than  one  metal). 
The  size  of  these  tokens  ranges  from  12  to  16,  size  12 
predominating.  A  test  made  at  the  United  States 
Mint  showed  an  average  weight  of  51  grains,^  and  a 
bullion  value  (computed  at  32  cents  per  pound  for  cop- 
per, the  average  price  at  the  time  of  their  issue)  of 
25/100  of  a  cent.  The  money  value  was  usually  indi- 
cated by  some  such  phrase  as:  ''  Good  for  one  cent,'' 
"  Not  ONE  cent,"  "  I-O-U  one  cent,"  etc.» 

With  a  bullion  value  less  than  one-fourth  of  the 
nominal  value,  the  question  naturally  arises  as  to  the 
profits  of  the  issuers.  They  were  not  as  great  as  the 
above  figures  might  suggest.  One  Philadelphia  mer- 
chant stated  that  in  addition  to  the  expense  of  making 
the  die,  the  manufacture  of  the  coins  cost  him  seventy- 
five  cents  per  hundred.^  He  used  a  composition  resem- 
bling that  in  the  nickel  cent  of  1857.  Where  a  cheaper 
metal  was  used,  the  profit  was  greater.  In  small  scale 
operations  the  cost  of  the  die  would  eat  up  practically 
all  the  profits.  The  profit  worth  mentioning  was  made 
by  firms  which  manufactured  general  tokens  and  sold 
them  to  retail  dealers.  The  issue  of  one  of  these  con- 
cerns is  indicated  by  the  legends  found  on  one  tyi)e: 
obverse,  charleb  lang  1863;  reverse,  die  sinksb  and 
gek'l  bkoravbr,  worcesteb,  MASS.,  L.  Ruloff,  or 
Roloff,   was  another  wholesale  producer  of  general 

1  Ahmt.  PbiL  Boo.  of  Phila.,  0  (1868):  242-208. 

s  TIm  U.  8.  ent  wdglMd  72  graiuft  (88  per  oent  copper  mad  12  per  eent  niokel). 

»  Amer.  PhU.  8oe.  of  PUIa..  9: 24^268. 

«  Fmlkner.  P£.Q..  16: 827. 
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tokens.   Out  of  the  303  varieties  of  the  Chase  collection, 
16  were  issued  by  him. 

To  meet  the  difficulty,  the  Director  of  the  Mint  in  his 
report  for  the  year  ending  Jime  30, 1862,  recommended 
changing  the  dimes  and  half-dimes  to  three-fourths 
their  weight  at  that  time.^  This  measure  would  have 
been  effective  so  long  as  the  depreciation  of  the  paper 
money  did  not  exceed  about  30  per  cent.  In  1862  the 
New  York  legislature  attempted  to  solve  the  problem  by 
passing  a  law  prohibiting  the  issue  of  tokens.*  How 
ineffective  the  law  was  is  indicated  by  the  large  number 
of  issues  recorded  from  that  state.  The  United  States 
government  took  up  the  matter,  and  July  14,  1862, 
Secretary  Chase  wrote  a  letter  to  Thaddeus  Stevens, 
Chairman  of  the  Ways  and  Means  Committee,  in  which 
he  took  cognizance  of  the  disappearance  of  the  small 
coins  from  circulation.  He  suggested  lightening  the 
weight  of  the  smaller  coins,  and  in  the  same  connec- 
tion suggested  the  prohibition  of  token  coinage.'  The 
response  to  this  letter  was  the  enactment  of  the  law  of 
July  17,  1862,  providing  for  the  distribution  of  postage 
stamps  to  be  used  for  money.  The  law  also  prohibited 
the  issue  of  tokens,  and  imposed  as  a  penalty  a  fine  of 
not  exceeding  $500,  or  imprisonment  for  not  over  ax 
months,  or  both.^  Circulars  were  sent  out  from  the 
United  States  district  attorneys'  offices  announcing 

I  At  that  time  they  were  approximately  16/17  full  weight.  For  the  reoommenda- 
tioD,  see  Huiit*8«  48  (1863):  387*  388. 

>  Ibid.,  47  (1862):  165. 

*  CongNKioDia  dobe,  37  Congren,  2d  Session,  1861-62,  p.  3406. 

«  '*  Sec.  2.  And  h»  U  fwiher  madtd.  That  from  and  after  the  first  day  of  August, 
eighteen  hundred  and  sizty-two,  no  private  corporation,  banking  aasociatton,  firm,  or 
individual  shall  make,  issue,  circulate,  or  pay  any  note,  check,  memorandum,  tdcen,  or 
other  obligation,  for  a  less  sum  than  one  dollar,  intended  to  circulate  as  money  or  to  be 
received  or  used  in  lieu  of  lawful  money  of  the  United  States.  .  .  ."  U.  S.  Stats,  at 
Large,  12: 692. 

The  law  of  May  8, 1792  dealt  only  with  copper,  wheress  this  law  oovered  all  private 
issues  under  one  dollar. 
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that  prompt  proBecution  would  follow  the  violation  of 
the  law.i 

The  postage  stamps  *'  afforded  a  miserable  shift/'  and 
by  November,  1862,  there  was  a  demand  for  some  sub- 
stitute for  them.^  To  take  their  place  the  small  notes 
authorized  with  the  greenback  issues  were  put  out.  In 
spite  of  strenuous  efforts,  it  was  foimd  impossible  at 
first  to  supply  the  demand  for  fractional  money.'  A 
year  later  the  Secretary  of  the  Treasury  announced 
that  the  issue  of  fractional  notes  had  been  on  a  scale 
large  enough  to  assure  decided  economic  advantages, 
and  indicated  a  satisfactory  solution  of  the  whole 
difficulty.* 

Regardless  of  the  success  of  such  measures,  it  must  be 
remembered  that  the  issue  of  tokens  did  not  cease  with 
the  passage  of  the  law  making  their  coinage  illegal.  The 
law  was  passed  July,  1862,  and  the  greatest  issue  of 
tokens  came  in  1863.  In  speaking  of  these  tokens,  the 
Director  of  the  Mint  in  his  report  for  1863  said :  "  They 
were  in  direct  violation  of  the  laws  of  the  United  States; 
and  the  prosecution  of  certain  parties  issuing  them  has 
deterred  others,  and  will  soon  drive  them  altogether 
from  circulation/'  ^  The  Philadelphia  merchant  pre- 
viously referred  to  said  that  he  was  threatened  with 
prosecution  if  he  continued  to  issue  tokens,  but  there 
appear  to  be  no  records  of  any  prosecution  actually 
instituted.*  The  end  of  the  period  of  token  issue  did 
not  come  because  of  the  law  maJdng  the  tokens  illegal, 
but  rather  because  the  need  which  the  tokens  filled  had 
been  supplied  by  the  issuance  of  fractional  paper  money 
and  by  an  increased  coinage  of  United  States  nickel 


,  17  (1802):  266.       >  Hunt's.  47  (1862):  426, 
>  Report  of  Seo.  of  TrcMn  in  Finance  Reports,  1862,  28,  29. 
«  Ibid.,  1863,  26. 
•  Finance  Report,  1868, 188.  •  Falkner,  P.8.Q.,  16: 324. 
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oents.^  With  the  close  of  the  Civil  War  period  the  token 
as  an  emergency  adjunct  to  our  currency  system  fwac- 
tically  passed  out  of  existence.^  The  government  met 
the  problem  once  left  to  its  individual  citizens,  and  with 
this  change  came  the  close  of  an  unique  and  picturesque 
chapter  in  the  history  of  our  coinage. 

B.  W.  Babnabd. 

Pbikcbton,  N.  J. 


1  bme  of  niekel  cents: 

1861  $101,000       18M $520,787.14 

1802 280.750      1865 854.292.86 

1868 408.400 

nOknar,  P.8.Q..  16: 322. 
No  MtM Mtory  flgurcs  ha^e  boon  found  indioating  the  total  oatput  of  tokens  during 
the  Civil  Wv  period.  One  Philaddphia  merchant  claimed  that  his  issue  was  relatively 
small  and  that  he  put  out  about  1000.  It  is  reported  that  G.  lindemuUer,  a  saloon- 
keeper in  New  York  City,  issued  them  to  the  value  of  $10,000.  From  the  same  source 
the  information  comes  that  the  total  number  issued  reached  26,000.000.  to  a  value  of 
$250,000.  Referred  to  by  Falkner.  P.  8.  Q.,  16:  326.  327. 

*  In  the  panic  of  1808  a  few  paper  tokens  were  issued  but  their  ciroulation  was 
restricted  and  of  brief  duration. 
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GASOLINE  PRICES  AS  AFFECTED  BY 

INTERLOCKING  STOCKOWNERSHIP 

AND  JOINT  COST 

SUMMARY 

I.  Gasoline  prices  and  profits,  636.  —  II.  Dominant  position  of 
Standard  companies,  638. — Interlocking  stock,  639. — Price  inequalities, 
640. — Dissolution  not  effective,  641 . — III.  Remedies  proposed,  642.  — 
Prohibition  of  interlocking  stockownership,  643.  —  Segregation  of  pipe 
lines,  645.  —  Publicity  of  statistics,  646.  —  Standardisation  of  product, 

647.  —  IV.  Prices  and  joint  cost,  648.  —  Methods  of  computing  cost, 

648.  —  Dangers  from  joint  cost,  652.  —  Reasonable  price,  653. 

The  Federal  Trade  Commissipn's  Report  on  Gasoline 
Prices  in  1915  ^  is  one  of  several  reports  on  the  oil 
industry  which  have  been  issued  by  that  body  or  are 
in  preparation.  Two  Senate  resolutions — one  from 
Senator  Owen  (1913),  the  other  from  Senator  Gore 
(1914)  —  directed  investigations  concerning  the  rela- 
tive profitableness  of  refining  the  different  kinds  of 
crude  oil  and  the  results  of  the  decree  which  provided  for 
the  dissolution  of  the  Standard  Oil  Company  in  1911. 
Acting  partly  under  these  resolutions  and  partly  imder 
the  general  powers  conferred  upon  it,  the  Commission 
had  published  a  report  on  pipe-line  transportation  in  the 
Mid-Continent  field,  and  was  proceeding  with  a  general 
investigation  of  the  petroleum  industry,  when  the  great 
rise  in  gasoline  prices  which  took  place  in  1915  led  it  to 
inquire  into  the  reasons  for  the  advance.  In  taking  this 
step  it  was  influenced  by  the  large  number  of  complaints 
which  poured  in  upon  it. 

1  Beport  on  th«  Prioe  of  Gaaoline  in  1915,  Wwihington,  Goremment  Printing  Office, 
April  11. 1017. 

636 
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I.  Gasolinb  Prices  and  Pbofttb 

Roughly  speaking,  in  the  six  months  between  July 
and  December,  1015,  the  price  of  gasoline  advanced  by 
from  seven  to  nine  cents  per  gallon,  an  increase  of  from 
75  to  85  per  cent.  At  the  same  time,  the  quality  of 
gasoline  declined,  the  Conmiission's  report  stating  that 
probably  "  the  average  gallon  of  volatile  mineral  oil 
sold  under  the  name  of  gasoline  had  a  Baum6  test  at 
least  1.5^  lower  in  December,  1915,  than  it  had  in  Janu- 
ajy  of  the  same  year ''  (p.  44).  It  is  pointed  out  that 
altho  improvements  in  gasoline  motors  have  enabled 
those  of  recent  construction  to  consume  the  less  vola- 
tile mixtures  put  upon  the  market,  the  motors  in  use 
during  the  period  under  discussion  are  the  ones  to  be 
considered. 

The  Report  finds  that  the  advance  in  prices  is  to  be 
explained  only  in  part  on  a  competitive  basis.  In  reach- 
ing this  conclusion  attention  is  not  confined  to  cost,  but 
^'  demand  and  supply  "  conditions  are  also  coniddered. 
The  discussion  of  the  latter  is  interesting  as  being  an 
attempt  to  draw  semi-quantitative  conclusions  from 
statistics  of  production,  stocks,  and  sales.  Between 
1914  and  1915  the  consumption  of  gasoline  increased 
about  38  per  cent,  and  the  production  about  31  per 
cent.  The  difference  was  drawn  from  stocks,  which  were 
lower  in  the  end  of  the  year  than  at  the  beginning.  The 
salient  conclusion  is  that  these  total  figures  fail  to 
explain  the  general  advance  in  prices  after  October, 
or  the  differences  in  advance  in  different  sections  of 
the  coimtry.  Reasoning  from  a  diagram  the  Report 
(p.  57)  concludes  that  ''  on  the  basis  of  competitive 
demand  and  supply,  and  without  regard  to  cost,  (1)  the 
price  of  gasoline  would  have  begun  to  advance  about 
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June,  as  in  that  month  stocks  were  decreasing  rapidly 
while  sales  were  increasing;  (2)  the  price  would  have 
continued  to  advance  imtil  the  early  part  of  October^  for 
the  reason  that  up  to  that  time  decreasing  stocks,  in- 
creasing sales,  and  stationary  production  were  the  rule; 
and  (3)  a  decline  would  have  followed  in  December  as  a 
result  of  rapidly  decreasing  sales,  increasing  stocks,  and 
a  refinery  output  that  was  maintained  at  a  maximum/' 
Yet  as  a  matter  of  fact  prices  rose  sharply  from  October 
through  December.  Further,  it  is  shown  that  the  low 
price  areas  in  1915  (Middle  West  and  Pacific  Coast) 
were  not  generally  those  of  low  demand;  and  also  that 
prices  rose  in  all  parts  of  the  coimtry,  altho  in  some 
territories  stocks  increased  and  sales  decreased,  and  in 
others  the  reverse  was  the  case. 

The  Report  goes  on  to  state  that,  since  demand  and 
supply  cannot  be  measured  with  sufficient  accuracy  to 
enable  the  determiiiation  of  a  reasonable  market  price, 
resort  must  be  had  to  a  basis  of  cost.  In  any  event, 
competitive  demand  and  supply  are  supposed  to  work 
out  ultimately  a  price  having  a  reasonable  relation  to 
cost.^  Moreover  a  group  of  companies  which  has  a 
position  of  dominance  in  an  industry  should  act  with 
especial  care  and  moderation  with  regard  to  the  extent 
to  which  it  takes  advantage  of  a  period  of  scarcity  to 
raise  prices  unduly  above  cost. 

Costs  are  computed  in  the  Report  for  representative 
refineries  in  three  ways:  (1)  average  specific  cost  per 
gallon  of  gasoline,  (2)  by-products  method  cost  per 
gallon  of  gasoline,  and  (3)  cost  of  all  products  per  gallon 
of  crude  oil.  On  all  bases,  the  computations  indicate 
considerably  increased  margins  of  profit  to  the  refiners. 
The  margins  per  gallon  of  gasoline  were  generally  from 
one  to  three  cents  per  gallon  greater  in  December,  1015 

*  Of  eoaxMidoDiAiidMui  supply  may  fix  prioetmoeh  above  ooit  during  short  periods. 
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than  in  July.  Nine  out  of  the  ten  refineries  covered  by 
the  cost  figures  showed  good  margins  per  gallon  of 
crude  oil  and  increases  therein  during  the  year  (p.  97). 
Clearly,  the  increase  in  prices  was  greater  than  was 
necessitated  by  increased  cost. 

This  fact  is  reflected  in  the  large  net  earnings  made  by 
refineries  in  1015.  One  of  the  most  interesting  features 
of  the  Report  is  the  light  it  throws  on  earnings  of 
Standard  companies,  some  of  which  have  never  pub- 
lished income  accounts.  Of  the  eleven  Standard  com- 
panies covered,  all  made  over  10  per  cent  on  their  net 
investments,  and  seven  made  over  20  per  cent.  The 
Standard  of  Indiana  earned  36  per  cent  on  its  net  invest- 
ment; the  Standard  of  Nebraska,  over  37  per  cent;  the 
Continental  Oil  Company  (Rocky  Mountain  territory), 
34  per  cent.  The  relatively  high  and  steady  returns 
received  by  the  three  Standard  companies  doing  a  purely 
marketing  business  is  notable  (p.  109). 

As  is  often  the  case  with  those  whose  business  is  under 
fire,  the  refining  companies  argued  that  prices  were  hig^ 
because  of  increased  cost  of  materials.  While  the  ad- 
vance in  crude  oil,  however,  was  important,  the  costs 
of  other  materials  were  so  insignificant  in  amoimt  that 
such  advances  as  occurred  did  not  have  much  effect. 
Acid  cost,  for  example,  was  about  4/100  cent  and 
caustic  soda  about  4/1000  cent,  per  gallon  of  gasoline. 

II.   Dominant  Position  or  Stai«)ard  Companies 

The  gasoline  report  shows  that  in  1915  the  Standard 
companies,  as  classed  therein,  held  over  75  per  cent  of 
the  stocks  of  gasoline  and  made  about  65  per  cent  of  the 
sales  of  that  commodity  in  the  United  States.  The 
same  companies  had  about  83  per  cent  of  the  exports. 
Standard  producers  and  pipe  lines  controlled  70  per 
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cent  of  the  crude  oil  stocks  toward  the  end  of  1915.  It 
is  su^estive  of  the  efficient  marketing  organization  of 
the  Standard  group  that  its  members  controlled  more 
crude  than  they  owned  and  sold  more  gasoline  than 
they  produced. 

The  Commission  announces  that  it  has  foimd  no 
direct  evidence  of  collusion  among  Standard  companies. 
This  is  not  to  be  taken  as  finals  however^  for  its  investi- 
gation has  not  been  completed.  The  Report  points  to 
such  indirect  evidence  as  the  continued  lack  of  compe- 
tition among  the  Standard  companies,  the  maintenance 
of  a  division  of  territory  among  them,  and  the  existence 
of  a  strong  commimity  of  interest  based  on  interlocking 
stockholding. 

The  extent  of  stockholding  in  common  is  indicated 
to  equal  about  70  per  cent  in  various  producing,  pipe- 
line, refining,  tank-car,  and  marketing  concerns.  Over 
50  per  cent  of  the  stock  of  these  concerns  was  held  in  the 
names  of  some  twenty-nine  persons,  such  as  Rockefeller, 
Harkness,  Pratt,  Flagler,  Bostwick,  Whitney,  Arch- 
bold,  and  others  well  known.  Moreover,  the  officers  and 
directors  of  the  various  Standard  companies  are  often 
large  stockholders  in  potentially  competitive  Standard 
concerns.  "  Thus  the  president  of  the  Standard  of  New 
Jersey,  who  in  1915  held  6000  shares  ($3,258,000)  in  his 
own  company,  also  owned  4575  shares  ($1,029,375)  in 
the  Standard  of  New  York,  300  shares  ($207,000)  in  the 
Atlantic  Refining  Company,  and  1858  shares  ($1,012,- 
610)  in  the  Standard  of  Indiana,  and  1100  shares 
($480,150)  in  the  Prairie  Oil  and  Gas  Company'' 
(p.  145).  Altho  there  appear  to  have  been  no  interlock- 
ing directors,  the  foregoing  condition  is  enough  to 
create  an  efifective  barrier  against  competition. 

Accordingly,  one  is  not  surprised  to  find  that  the 
country  is  divided  into  eleven  distinct  marketing  terri- 
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tories,^  following  state  lines^  and  that  there  is  sub- 
stantially no  competition  among  these  territories.  It 
appears  that  widely  different  prices  obtain  among  them. 
When  one  steps  across  an  imaginary  bomidary  into 
another  "  territory,"  one  pays  two  cents  more  per  gallon 
for  gasoline.  One  of  the  most  important  points  made  in 
the  Report  is  that  considerable  inequalities  in  price 
existed,  which  corresponded  exac&y  to  nothing  except 
arbitrarily  maintained  Standard  marketing  territories. 
Differences  of  over  eight  cents  per  gallon  at  times  ob- 
tained between  some  of  the  territories.  At  first  glance 
these  differences  might  seem  to  indicate  an  independent 
price  policy  and  absence  of  concerted  action.  Further 
consideration,  however,  indicates  that  such  inequalities 
could  not  have  existed  had  there  been  no  artificial  divi- 
sion of  territory,  and,  more  than  that,  they  could  not 
have  existed  without  the  practice  of  more  or  less  arbi- 
trary price-making  by  companies  having  a  condderable 
degree  of  control  within  the  several  ^'  territories ''  and 
refraining  from  competition  with  one  another. 

As  to  degree  of  control  within  the  several  territories, 
the  Report  estimates  that  in  nine  of  the  eleven  terri- 
tories liie  particular  Standard  company  doing  business 
marketed  over  50  per  cent  of  the  gasoline  in  1915,  and 
in  one  other  territory  (Pacific  Coast)  the  Standard's 
48  per  cent  gave  it  a  substantially  dominant  position. 
It  is  indicated  that  in  New  England,  New  York,  Penn- 
sylvania, Delaware,  and  Ohio,  Standard  companies  had 
about  70  per  cent  of  the  business.  Accordingly  the 
Standard  market  is  generally  followed  by  the  so-called 
independents,  including,  by  their  own  admission,  sudi 
large  companies  as  The  Texas  Company,  and  the  Gulf 

1  One  ■nuJl  exception  eziets  in  Arkansas;  in  this  state  the  Standard  of  Tioiiiinana 
(owned  by  the  Standard  of  New  Jersey)  and  the  Magnolia  Petroleum  Company  (70 
per  cent  of  whose  stock  was  owned  by  officers  in  the  Standard  of  New  iem»y  and  the 
Standard  of  New  York)  both  did  business. 
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Refining  Company.  Moreover,  some  indication  of  a 
variation  of  profits  among  Standard  companies  accord- 
ing to  degree  of  control  is  to  be  seen,  tho  the  information 
available  is  not  full  enough  to  make  this  certain.  If  the 
December  *'  net  backs  '^  to  the  refineries  (i.  e.,  wholesale 
price  minus  freight  and  marketing  cost)  are  taken  as 
indicative  of  the  extent  to  which  the  companies  took 
advantage  of  the  situation,  there  appears  a  rough  corre- 
spondence of  the  amount  of  advantage  taken  with 
degree  of  control,  the  net  back  being  highest  in  the  case 
of  the  Standard  of  New  York  and  lowest  in  the  case 
of  the  Magnolia  Petroleum  Company.  The  diagrams 
showing  the  course  of  prices  at  representative  points 
indicate  also  that  prices  were  advanced  earliest  in  those 
territories  in  which  there  was  the  greater  control.^ 

Most  of  these  general  statements  are  subject  to  some 
exceptions.  Thus  in  the  territory  of  the  Standard  of 
Indiana,  where  the  Standard  company  had  60  per  cent 
of  the  gasoline  business,  the  price  was  not  advanced 
untU  nearly  the  middle  of  September.  The  situation  in 
this  territory,  however,  is  peculiar  in  that  it  is  here  that 
the  Standard  company  has  met  its  most  persistent  com- 
petition. During  the  siunmer  of  1915  it  maintained  a 
very  low  price,  apparently  for  the  purpose  of  gaining  on 
its  competitors;  and  it  went  so  far  that  it  not  only 
seriously  threatened  their  existence,  but  it  actually  sold 
below  its  own  current  cost  of  productio^  for  a  time  in  the 
area  occupied  by  its  most  active  competitors.  This  is 
the  most  serious  particular  charge  against  Standard 
companies  which  can  be  based  upon  the  Report. 

No  uncertainty  can  remain  in  the  mind  of  the  reader 
of  the  Report  as  to  the  effectiveness  of  the  dissolution 
decree  of  1911.    While  the  decree  is  not  attacked,  but 

>  Some  Mgniflcance  m«y  alao  be  attaebed  to  the  fact  that  the  two  lowest  peroentacea 
of  net  earninga  ahown  were  made  by  companies  which  were  among  the  three  having  the 
lowest  percentage  of  control.  For  the  other  of  the  three,  the  net  earnings  are  not  ahown. 
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is  r^arded  aa  an  experiment  —  perhaps  worth  wliile 
trying  at  the  time  it  was  handed  down  —  the  chapt^  on 
^'  Position  of  the  Standard  Companies  in  the  Industry '' 
concludes  with  the  words,  ''it  is  the  Conmusaon's 
judgment  that  in  the  oil  industry  the  experiment  of  dis- 
solving corporations  without  separating  owners  has  not 
achieved  the  purpose  of  establishing  effective  competi- 
tion.'^  Combination  was  not  destroyed;  it  remained, 
in  the  shape  of  a  community  of  interest;  and  the  terri- 
tories as  established  have  been  carefully  maintained. 
This  last  fact  would  appear  to  have  special  significance, 
inasmuch  as  the  Supreme  Court  mentioned  as  one  evi- 
dence of  intent  to  monopolize, ''  the  system  of  maricet- 
ing  which  was  adopted  by  which  the  country  was 
divided  into  districts  and  the  trade  in  each  district  in  oil 
was  turned  over  to  a  designated  corporation  within  the 
combination  and  all  others  were  excluded."  ^  The 
recommendations  made  in  the  Report  show  that  the 
Conmiission  believes  that  the  decree  requires  modifica- 
tion, the  suggestion  being  made  at  one  point ''  to  enact 
into  law  the  doctrine  as  to  diverse  ownership  of  compet- 
ing corporations  which  has  been  laid  down  by  the  coiurts 
in  the  Union  Pacific,  Reading  and  other  recent  cases  '^ 
(p.  164). 

III.  Remedies  Proposed 

For  remedying  the  conditions  disclosed,  four  meas- 
ures or  groups  of  measures  are  proposed:  (1)  limita- 
tions on  interlocking  stockownership,  (2)  segr^ation 
of  pipe  lines,  (3)  publicity  of  statistics,  (4)  a  degree  of 
standardization  of  product.  It  will  be  observed  that  the 
first  two  proposals  look  toward  the  increase  of  com- 
petition by  removing  the  barriers  which  conmumity  of 

>  221  U.  S.  77. 
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interest  raises  against  the  operation  of  that  force;  the 
second  two  are  primarily  calculated  to  make  more 
effective  the  competition  which  now  exists  or  may 
hereafter  be  established. 

All  throng  the  Report  runs  the  idea  that  the  absence 
of  ^ective  competition  among  Standard  companies  is 
due  to  community  of  interest  based  on  interlocking 
stockownership.  Five  possible  courses  of  action  are 
suggested  to  remedy  this  condition,  some  of  these  being 
alternatives,  (a)  It  is  suggested  that  on  the  basis  of  the 
facts  disclosed  in  the  Report,  the  Attorney-General  may 
deem  advisable  some  further  action  imder  existing  law. 
In  view,  however,  of  the  care  taken  by  the  several  Stand- 
ard companies  to  comply  with  the  letter  of  the  dissolu- 
tion decree  and  the  lack  of  any  direct  evidence  of 
collusion  among  them,  this  step  does  not  appear  prob- 
able. More  promising  are  the  various  proposals  for  new 
legislation.  (6)  It  is  suggested  that  the  Federal  Trade 
Commission  Act  be  amended  so  that  when  there  has 
been  a  technical  compliance  with  a  decree  of  dissolution, 
but  the  desired  results  have  failed  to  arise,  it  shall  be  the 
duty  of  the  Attorney-General  to  file  a  bill  of  review  with 
the  court  entering  the  decree.  The  court  will  then  be 
compelled  to  reopen  the  case,  and  the  findings  of  the 
Commission  concerning  competition  and  the  like  will  be 
final  evidence  as  to  fact.  A  modified  decree  may  be  the 
result.  Such  a  measure  would  appear  to  be  constitu- 
tional and  would  provide  a  reasonable  elasticity  in 
regulation,  according  to  changing  industrial  conditions. 
It  woidd,  however,  work  but  slowly  and  might  not  be 
sufficiently  drastic  in  some  cases,  (c)  Perhaps  the  most 
drastic  of  the  proposals  adopted  by  the  Commission  is 
the  prohibition  of  interlocking  stockownership  in  the 
case  of  industrial  corporations  which  have  been  dis- 
solved under  the  Sherman  anti-trust  law.    The  former 
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constituents  of  the  Standard  Oil  combination  would  be 
reached  and  stockholders  therein  would  be  comi>elled 
to  dispose  of  stock  in  all  but  one  of  such  constituents. 
One  possible  objection  to  this  proposal  lies  in  its  narrow 
application,  since  some  dissolved  corporations  among 
which  there  is  stock  held  in  common  may  be  in  no  need 
of  further  attack,  while,  on  the  other  hand,  in  many 
cases  competition  among  corporations  which  have  not 
been  dissolved  may  be  more  or  less  restricted  by  the 
same  means.  Another  possible  objection  is  that  so  dis- 
turbing an  operation  as  compelling  the  sale  of  stock  may 
not  be  necessary  and  that  tibe  end  may  be  achieved  in 
another  way  with  less  harmful  results. 

Accordingly,  to  meet  these  possible  objections,  a  more 
general  measure  is  proposed  but  one  capable  of  bdng 
used  less  drastically,  namely  {d)  to  withdraw  from  all 
owners  of  stock  in  any  two  or  more  potentially  comj^eti- 
tive  corporations  the  right  to  vote  or  hold  office  or  other- 
wise exercise  power  of  control  in  more  than  one  of  sudi 
corporations.  This  provision  might  be  subject  to  eva- 
sion, but  properly  placed  penalties  might  enforce  it. 
If  enforced,  it  would  immediately  prevent  those  who 
hold  stock  in  two  or  more  companies  from  becoming 
officers  or  directors  in  those  companies,  and  from  voting 
their  stock.  This  would  minimize  the  operation  of 
commimity  of  interest.  It  would  ultimately  lead  to  a 
large  reduction  in  interlocking  stockholding  by  inducing 
sale. 

To  prevent  interlocking  stockownership  is  the  funda- 
mental remedy  for  a  large  part  of  the  restriction  of  com- 
petition in  the  oil  industry.  If,  however,  this  remedy  is 
not  adopted,  the  Report  suggests  as  a  last  recourse,  («) 
taking  the  bull  by  the  horns  and  treating  the  companies 
as  one.  Recognizing  the  fact  of  common  ownership,  it 
might  be  possible  to  hold  the  common  owners  liable  for 
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those  unfair  acts  which  result  from  their  common  inter- 
est. ThuS;  if  price  discriminations  occurred  between  the 
'^  territories  ^'  of  different  companies,  they  would  be 
dealt  with  as  discrimination  practised  by  a  single  com- 
pany. There  can  be  little  doubt  that  one  result  of  the 
dissolution  decree  has  been  that  great  inequalities  in 
price  can  exist  among  the  different  territories  of  com- 
panies owned  by  the  same  individuals  without  sub- 
jecting the  common  owners  to  suit  under  Federal 
anti-discrimination  law.  The  Standard  of  Indiana,  for 
example,  can  maintain  prices  at  a  ruinously  low  level 
while  the  Standard  companies  in  Ohio,  Kentucky, 
Nebraska,  and  Montana  get  high  prices. 

Of  course,  the  great  danger  of  the  last  proposal  lies  in 
its  recognition  of  imity  among  the  companies.  It  might 
operate  to  bring  them  closer  together  in  their  price 
policies  and  thus  lead  to  price  regulation.  Something 
like  this  must  come,  however,  if  competition  fails. 

A  distinct  phase  of  interlocking  ownership  is  that 
which  involves  the  relation  among  the  different  stages 
in  the  industry.  In  this  respect  the  Report  contains  a 
recommendation  that  the  ownership  of  pipe  lines  be 
segregated  from  ownership  in  the  other  branches  of  the 
petroleum  industry.  The  recommendation  is  in  accord 
with  the  general  recognition  of  the  strategic  position 
held  by  transportation  agencies  of  the  common  carrier 
type,  and  is  in  line  with  the  ''  commodities  clause  *^ 
legislation.  The  Commission's  investigation  has  clearly 
shown  that  the  control  over  pipe  lines  has  been  one  of 
the  great  advantages  of  Standard  companies  and  that 
these  transportation  agencies  have  not  been  available 
to  their  competitors  on  the  basis  of  reasonable  rates  and 
conditions  of  service.  In  the  Pennsylvania  region  a 
group  of  small  independent  refiners  has  been  stunted 
through  dependence  upon  a  limited  supply  of  crude  oil 
furnished  to  them  through  Standard  pipe  lines. 
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Perhiq)6  the  chief  objection  to  the  segregation  of  pipe 
lines  lies  in  the  difficulty  of  financing  to  which  this 
policy  would  ^ve  rise.  Pipe  lines  have  generally  been 
constructed  by  refining  interests,  and  chiefly  to  meet 
their  own  requirements  for  raw  material.  Tlxe  invest- 
ment has  been  virtually  a  part  of  the  refining  company's 
investment.  There  is  a  considerable  element  of  risk  in 
constructing  a  pipe  line,  smce  the  quantity  of  oil  in  a 
given  pool  is  uncertain ;  but  oil  must  be  delivered  to  the 
refinery  and  consequently  the  investment  must  be  made. 
If  the  pipe  line  were  put  strictly  on  its  own  basis,  it  is 
argued  that  no  one  could  be  found  willing  to  make  an 
investment  so  uncertain.  On  the  other  hand,  it  is  to  be 
pointed  out  that  oil  production  is  becoming  more  scien- 
tific and  oil  resources  better  known,  thus  reducing  risk. 
Moreover,  if  refineries  must  have  pipe  lines  they  will 
pay  for  the  services  of  these  agencies  what  may  be  neces- 
sary to  attract  capital  to  them.  It  is  doubtful  if  in  the 
long  run  this  payment  would  be  any  greater  than  the 
cost  under  present  conditions;  but  if  it  were,  would  the 
equality  of  conditions  secured  not  be  worth  the  increase, 
from  a  public  point  of  view  ? 

The  two  proposals  looking  toward  a  more  perfect 
working  of  existing  competition  concern  correct  infor- 
mation and  standardized  product.  The  argument  in  the 
Report  for  publicity  of  correct  statistics  is  of  consider- 
able interest  to  the  economist.  The  forces  of  demand 
and  supply  are  supposed,  tmder  competition,  to  estab- 
lish a  price  whidi  will  t^id  to  clear  the  market  and 
which  will  tend  to  fix  a  normal  price  at  cost  plus  nor- 
mal profit.  This  supposition,  however,  is  based  on  the 
further  assumption  that  competitors,  both  buyers  and 
sell^^B,  are  informed  at  least  as  to  the  facts  of  supply. 
If  ignorance  prevails  concerning  production  and  stocks 
—  to  say  nothing  of  demand  conditions  —  buyers  and 
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sellerB  work  in  the  dark^  and  there  is  nothing  to  insure  a 
balance  of  demand  and  supply.  It  is  doubtful,  under 
such  circumstances,  if  any  appreciable  tendency  toward 
the  most  desrable  equilibrium  exists,  and  certainly 
such  a  tendency  may  be  so  delayed  in  operation  as  to 
lack  practical  significance.  The  door  is  also  kept  open 
for  manipulation.  In  almost  every  investigation  under- 
taken by  the  Federal  Trade  Commission  it  has  appeared 
that  such  price  irregularities  or  excesses  as  have  occurred 
have  been  materially  facilitated  by  ignorance  of  the 
true  condition  of  '^  the  market/'  with  the  attendant 
uncertainty  or  even  panic.  This  has  been  true  of  other 
articles,  sudi  as  news-print  paper  and  of  coal.  It  was 
true  of  gasoline.  One  jobber  is  quoted  in  the  Report  as 
follows:  ''  I  suppose  it  cost  me  $50,000  last  year  (1915) 
for  lack  of  knowledge.  If  we  had  had  any  way  to  know 
the  true  conditions,  we  could  have  protected  ourselves 
in  the  market.''  In  short,  we  cannot  cotmt  upon  a  close 
adjustment  between  demand  and  supply  when  demand 
and  supply  conditions  are  not  known.  Economists 
should  stress  this  more  in  their  theories  of  value,  and 
statesmen  should  consider  it  in  passing  laws  for  the 
purpose  of  correcting  unreasonable  prices. 

As  to  standardization,  it  is  clear  that  when  no  man 
knows  what  he  is  buying  no  man  can  buy  intelligently, 
and  competition  must  do  its  work  blindfolded.  Gaso- 
line as  sold  in  1915  is  shown  in  the  Report  to  have 
ranged  from  57^  to  65^  Baum6  test.  More  than  this,  it 
had  ceased  to  be  a  homogeneous  product  and  in  its 
name  were  sold  blends  of  heavy  naphtha  or ''  cracked  " 
residual  products  combined  with  more  volatile  elements. 
The  Report  recommends  that  Congress  define  what 
shall  be  sold  in  interstate  commerce  as  '^gasoline." 
This,  of  course,  would  not  prevent  the  sale  of  inferior 
motor  fuels,  but  it  would  prevent  their  sale  under  a 
misleading  name. 
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IV.  Prices  and  Joint  Cost 

The  heart  of  the  Report  lies  in  its  chapter  on  cost  and 
margins;  and  to  the  economist  this  chapter  is  of  interest 
because  of  the  light  it  throws  on  the  problem  of  '^  joint 
cost.''  Obviously  petroleiun  refining  involves  "joint 
cost ''  to  a  great  extent;  out  of  a  barrel  of  crude  oil  are 
produced  such  different  things  as  gasoline  and  coke, 
lubricating  oil  and  asphalt,  not  to  mention  kerosene  and 
fuel  oil. 

As  a  first  step  in  cost  analysis,  the  computations  based 
upon  a  gallon  of  crude  oil  may  be  noted  (pp.  221  f.,  95  f.). 
These  ^ow  the  actual  book  cost  of  the  crude  and  the 
average  cost  of  refining  it.  Then  the  value  of  all  the 
products  obtained  from  the  gallon  of  crude  is  computed. 
The  difference  is  the  current  operating  margin  per  gallon 
of  crude  oil  consumed.  A  common  condition  in  1915 
would  be  that  of  a  plant  whose  crude  cost  $3.40  per 
hundred  gallons;  refining  added  ninety  cents  more; 
total  cost  would  be  $4.30.  Out  of  this  crude  aa  chief 
products  came  twenty-one  gallons  of  gasoline  worth 
$2.00  at  the  refinery;  thirty-five  gallons  kerosene  worth 
$1.60;  twenty  gallons  of  fuel  oil  worth  fifty  cents;  and 
eleven  gallons  of  lubricating  oil  worth  $1.70.  The  total 
value  of  these  chief  products,  $5.80,  taken  alone,  would 
have  given  a  margin  of  $1.50  per  hundred  gallons  of 
crude.  Actual  margins  in  1915  ranged  from  losses  in 
some  months  up  to  profit  margins  over  $3.00  per  hun- 
dred gallons  of  crude  refined.^ 

But  this  does  not  reveal  anything  as  to  the  specific 
cost  of  gasoline.  In  attempting  to  segregate  this  cost, 
one's  first  thought  is  to  strike  a  sort  of  average  by  pro- 
rating the  total  cost  —  crude  plus  refining  —  equally 

>  BtmnH  rcAnink  eompMiies  consumed  orer  800,000,000  ckIIobs  of  orude  in  1916. 
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among  all  gaUons  of  products.  This  method  would  give, 
in  the  second  six  months  of  1915,  average  costs  ranging 
all  the  way  from  S2.62  per  hundred  gallons  of  product  up 
to  16.39  per  hundred  gallons.  Clearly,  with  fuel  oil 
piling  up  at  a  price  of  $3.00  per  hundred  gallons,  and 
kerosene  selling  at  $4.50,  over  half  of  the  quantity  of 
products  from  the  crude  must  be  sold  at  a  loss,  if  costs 
were  thus  figured.  On  the  other  hand,  gasoline  at 
$13.00  per  htmdred  gallons  and  lubricating  oil  at  $15.50 
would  yield  an  unreasonably  high  mai^gin  above  such  an 
average  cost. 

The  situation  is  that  these  different  products  are  all 
necessarily  produced,  and  that  they  must  be  produced 
in  certain  rather  closely  fixed  proportions.  If  the 
refiner,  when  kerosene  coidd  not  be  sold  at  the  average 
cost,  coidd  cease  to  make  it,  or  at  least  reduce  its  output 
largely,  he  woidd  so  decrease  the  supply  as  to  bring 
about  an  advance  in  price  which  would  bring  it  up  to  the 
average  cost.  Similarly  (still  supposing  he  coidd  vary  his 
products  at  will)  he  would  produce  more  of  gasoline,  so 
that  its  price  would  tend  to  fall  toward  the  average  cost. 
If  the  demand  for  kerosene  were  so  lacking  in  intensity 
that  no  one  woidd  pay  the  average  cost,  no  kerosene 
would  be  made  under  the  conditions  supposed.  On  the 
other  hand,  if  the  demand  for  gasoline  were  so  intense 
that  it  coidd  all  be  sold  for  more  than  any  other  product, 
the  refiner  on  the  same  assumption,  would  produce 
nothing  but  gasoline.  There  would  be  a  tendency  for 
price  to  conform  to  average  cost. 

But  —  perhaps  imf ortunately  —  under  present  meth- 
ods over  50  per  cent  of  the  crude  oil  refined  must  go  into 
kerosene  and  fuel  oil  classes  of  products.  No  effort  or 
sacrifice  can  make  a  given  crude  yield  over  50  per  cent 
of  gasoline  and  lubricating  oils  by  conmiercially  success- 
ful methods.     Consequently  liie  production  cannot 
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leadily  be  varied  in  proportion  to  changes  in  the  market 
prices  of  the  products,  and  prices  cannot  be  said  to  have 
a  tendency  to  equal  average  cost.  In  fact,  cost  loses  a 
lai^e  part  of  its  price-determining  significance.  When 
one  has  thousands  of  barrels  of  kerosene  piling  up  in 
one's  tanks,  one  can't  wait  for  prices  to  rise  to  an  aver- 
age cost  before  one  sells  it.  And  this  is  especially  true 
when  one  can  sell  one's  gasoline  for  enough  above  av»- 
age  cost  to  cover  the  '^  loss  "  on  kerosene.  In  fact,  cost 
may  become  little  more  than  a  mere  question  of  com- 
mercial expediency,  and  be  imputed  to  that  one  of  the 
necessarily  joint  products  which  can  best  bear  it  in  the 
judgment  of  the  refiner. 

When  one  of  the  joint  products  is  clearly  the  main 
product,  in  the  sense  that  any  others  are  merely  inci- 
dental to  its  manufacture,  the  situation  is  relatively 
simple;  for  then  the  entire  cost  of  the  busmess  may  be 
properly  charged  to  the  main  product  and  receipts  from 
the  sale  of  the  incidental  by-products^  be  applied 
toward  reducing  its  cost.  This  is  not  a  case  of  true 
economic  joint  cost.  And  this  is  what  certainly  exists  in 
part  of  the  oil  refining  industry.  Some  small  refineries, 
known  in  the  trade  as  ''  skimming  plants,"  are  run 
almost  solely  to  produce  gasoline,  the  balance  of  the 
crude  content  being  thrown  into  kerosene  and  fuel  oil 

>  The  term  **  by-produots  "  is  used  loosely.  ObTioosly  it  hss  a  significmaoe  vriiieh 
is  largely  if  not  entirely  relative.  It  may  be  applied  to  one  of  several  eqnallj  im- 
portant produets,  or  to  some  product  which  is  incidental  to  a  ehief  ptodoet  and 
which  has  little  or  no  economic  importance.  The  **  by-^t)duct "  may  or  may  not 
be  neoesMuily  connected  with  the  production  of  the  main  product;  and  the  neoessity, 
if  it  exists,  may  lie  in  the  physicB  or  chemistry  of  the  situation  or  in  economy.  What 
is  generally  a  *'  by-product "  may  be  so  large  a  part  of  the  output  of  some  produoera 
as  to  be  their  chief  product,  perhaps  on  account  of  special  advantage.  The  writer 
would  suggest  that  economists  ecmfine  their  use  of  the  term  to  any  product  which  is 
necessarily  attached  to  the  production  of  some  msin  product  or  products,  and  which  is 
so  unimportant  as  a  source  of  income  as  to  be  unnecessary  to  the  eristemes  of  the 
industry  concerned.  This  would  make  the  class,  *'  by-int)ducts,*'  a  spedes  of  the 
genus  *'  joint  product."  Further  suggestion  along  this  line  will  be  found  in  the  writer's 
article  on  "  Joint  Costs  with  Bqtedal  Regard  to  Railways  "  published  in  this  Joomal. 
February,  1916. 
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which  are  sold  for  what  they  will  bring.  Even  at  larger 
and  more  elaborately  equipped  plants  this  condition  has 
been  approximated.  Accordingly,  the  Report  lays  most 
stress  upon  what  is  called  therein  the  by^-products 
method)  pointing  out,  however,  that  the  costs  of  gaso- 
line so  computed  are  maximum  figures  and  not  costs  at 
all  in  the  strict  sense  of  the  term.  On  this  basis  gasoline 
costs,  at  various  refineries,  varied  from  about  $1.50  to 
$8.65  per  htmdred  gallons  in  the  second  half  of  1915  — 
as  compared  with  an  average  cost  of  from  $2.62  to  $6.39. 

When  there  is  no  single  main  product,  but  several 
products  exist  which  can  be  sold  for  more  than  the  aver- 
f^e  cost,  the  situation  is  naturally  different.  This  is 
especially  true  when  the  several  main  products  are  each 
and  all  essential  to  the  profitable  conduct  of  the  busi- 
ness* Thus  an  eastern  refinery,  having  to  pay  consider- 
able transportation  costs  on  its  Oklahoma  and  Mexican 
crude  oil,  could  hardly  afford  not  to  work  its  crude  more 
intensively  than  a  ^'  skimming  plant.''  In  such  a  case 
lubricating  oils,  for  example,  may  become  a  second  main 
product,  and  consequently  it  would  not  be  logical  to 
bring  them  with  other  products  as  a  credit  to  gasoline 
cost.  This  is  a  case  of  true  economic  joint  cost,  and  is 
much  more  difficult  to  handle  than  the  case  of  a  single 
main  product. 

In  the  Report,  the  method  pursued  is  to  use  the  aver- 
age cost  of  all  products  as  the  cost  of  gasoline,^  when 
products  other  than  gasoline  show  a  gain  rather  than  a 
loss  as  compared  with  their  average  cost.  In  other 
words,  profits  on  by-products,  when  regularly  received, 
are  not  deducted  from  the  cost  of  the  main  product 
(p.  87  f.).  Obviously  this  is  but  a  rough  way  of  deal- 
ing with  the  problem,  and  could  not  be  used  at  all  if 

>  The  *'  avanigeipeoifie  cost  of  gMoliiw  "  misht  h*ye  been  need  mote  loi^etlly,  but 
there  ie  little  differenoe  between  the  two  figuiee. 
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separate  costs  were  being  worked  out  for  both  gasoline 
and  lubricating  oil,  to  say  nothing  of  other  products. 

If  an  attempt  were  to  be  made  to  ascertain  the  costs 
of  two  or  more  main  joint  products,  the  logical  proce- 
dure (as  a  practical  matter)  would  appear  to  be  to  assgn 
specific  costs  directly  and  to  divide  the  remainder  of 
total  cost  between  them  on  the  basis  of  gallons  produced, 
making  allowance  for  differences  in  value  when  these  are 
such  as  to  indicate  truly  the  relative  intensity  of  normal 
demands.  Then  receipts  from  other  products  should  be 
deducted  from  the  costs  so  ascertained  in  such  a  way  as 
to  bring  them  as  closely  as  possible  to  average  specific 
cost.^  In  this  way  ''  losses  "  on  other  products  would 
be  divided  in  proportion  to  ability  to  bear. 

It  is  to  be  observed  that  the  apportionment  of  cost 
among  the  various  joint  products  is  much  affected  by 
the  relation  among  the  prices  received  for  such  prod- 
ucts. The  low  prices  recently  prevailing  in  the  refined 
oil  (kerosene)  market  have  directly  necessitated  the 
apportionment  of  losses  on  kerosene  to  the  cost  of  gaso- 
line. Incidentally,  this  has  tended  to  decrease  the  out- 
put of  refined  oil  and  to  increase  that  of  gasoline.  As 
abready  pointed  out,  however,  there  are  narrow  limits 
within  which  supply  adjustments  can  be  effected;  and 
this  of  course  is  the  great  reason  why  the  cost  (and 
price)  of  one  joint  product  must  depend  in  part  upon  the 
price  of  the  other. 

This  situation  introduces  a  '^what  the  traffic  will 
bear"  policy  into  gasoline  prices,  a  sort  of  taxation 
power  being  given  to  the  seller.  Kerosene  will  not 
stand  much  of  a  charge  and  is  sold  cheap,  while  gasoline 
will  bear  a  high  price  and  is  levied  upon  accordingly. 
The  danger  in  this  absence  of  a  definite  cost  basis  is 

>  Thus  thoM  oMts  which  were  moat  in  ezoeee  of  •verage  mMeUlo  cost  would  be 
fint  credited  with  receipts  from  by*produote,  tendinc  to  reduce  ell  greduAlIy  to  the 
normal  lerel. 
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twofold:  first,  that  discrimination  will  be  practised; 
second;  that  prices  which  are  absolutely  too  high  will  be 
exacted.  To  take  up  the  latter  point  first,  the  trouble 
obviously  lies  in  the  fact  that  no  cost  is  known  for  any 
one  of  the  several  refinery  products.  When  the  refiner 
can  ask  ^'  what  is  the  cost  of  gasoline,  kerosene,  fuel  oil, 
and  lubricating  oil  ? ''  and  no  one  can  answer  —  what 
is  to  prevent  prices  from  going  too  high  7  Even  where 
there  is  competition  it  must  work  blindly  and  imcer* 
tainly  if  no  one  knows  the  bottom  price.  Where  little 
efifective  comipetition  is  found,  as  in  the  gasoline  indus- 
try, a  large  margin  is  likely  to  be  secured.  A  contribut- 
ing factor  has  been  the  dense  ignorance  concerning  the 
investment  and  earnings  of  the  chief  refining  companies. 
The  large  net  earnings  received  by  most  of  the  refiners 
in  1915,  and  known  to  have  been  received  for  years  by 
Standard  companies,  certainly  are  consistent  with  the 
foregoing  reasoning. 

As  to  the  discrimination  —  using  the  term  in  a  non- 
legal  sense  —  it  manifests  itself  (1)  in  the  wide  differ- 
^ice  in  price  between  gasoline  and  kerosene,  (2)  in  the 
wide  differences  in  price  between  different  sections  of 
the  country,  (3)  in  the  existence  of  "  quantity  dis- 
counts ''  and  '^  allowances  '^  in  the  same  locality.  These 
things  would  not  have  existed  to  the  extent  that  they 
have  in  the  gasoline  business  had  the  cost  of  gasoline 
been  known  and  not  been  inextricably  mixed  up  with 
that  of  other  products. 

But  just  as  in  the  field  of  railway  rates  we  may  search 
for  the  reasonable  rate,  so  here  we  may  inquire  what  is  a 
reasonable  price  for  gasoline.  To  begin  with,  the  return 
from  the  sale  of  the  joint  products  must  be  such  as  to 
yield  no  more  than  a  reasonable  return  on  the  invest- 
ment, which  of  course  will  depend  partly  upon  risk. 
This  seeming  truism  has  a  direct  practical  bearing  upon 
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the  problem  in  hand,  for  with  a  total  charge  for  all  prod- 
ucts no  greater  than  what  will  yield  a  reasonable  return 
on  investment,  the  prices  on  the  several  products  under 
competition  would  normally  be  adjusted  so  as  to  cor- 
respond as  nearly  as  possible  to  the  average  cost 
(including  necessary  profit)  per  gallon  of  product.^ 
Average  cost  is  simply  total  fair  price  of  all  products 
(including  reasonable  profit)  divided  by  gall<»is  of 
product.  If,  then,  kerosene  could  not  be  sold  in  com- 
petition for  the  average  cost,  the  excem  of  average 
cost  over  price  would  justly  be  charged  to  gasoline  or 
other  hig^-demand  product.  The  maximum  normal 
price  that  can  be  justified  under  competition  for  gaso- 
line is  accordingly  the  average  cost  ^  plus  the  excesses 
of  average  cost  over  prices  received  lot  other  products. 

The  idea  may  be  expressed  in  another  way.  Having 
ascertained  the  sum  which  is  necessary  to  yield  a  reason- 
able return  on  investment,  the  reasonable  average  mar- 
gin of  profit  can  be  computed.  When  some  of  the  joint 
products  yield  a  margin  over  average  cost  which  is  less 
than  this  reasonable  average  margin,  the  deficiency  is 
chained  to  those  products  which  yield  more — say  in 
the  ratio  of  their  profitableness  over  a  series  of  years — 
and  at  the  same  time  any  excess  in  the  total  margin 
is  cut  down,  the  reduction  being  adjusted  among  tiie 
hig^-profit  products  on  a  progressive  basis.  The  result 
is  a  total  margin  which  yields  a  fair  return  and  which 
is  fairly  adjusted  among  the  joint  products. 

It  is  indicated  in  the  Report  that  the  costs  and  prices 
of  July,  1915,  resulted  in  sufficient  mai|^  on  gasoline 
to  the  Standard  refiners.  As  these  mai|^  were  com- 
puted according  to  the  by-products  method,  which 
charges  to  the  cost  of  gasoline  the  excesses  of  average 

1  Howevv.  if  thara  ware  an  important  item  of  spoeific  eoat  direetXy  Mrignable  to  one 
product  it  would  probubly  be  nlloeuted  fiiut  nod  only  the  bulaaee  i 
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ooBt  of  other  products  over  their  prices,  and,  as  this 
method  has  the  significance  indicated  in  the  preceding 
paragraph,  it  would  seem  that  the  excesses  in  the 
December  margins  over  those  of  July  were  not  justified 
under  competitive  conditions.  In  the  cases  of  several 
companies  the  December  excess  was  in  the  ndghborhood 
of  three  cents  per  gallon,  and  one  mig^t  infer  from  the 
Report  that  prices  about  three  cents  lower  than  those 
charged  in  December  would  have  been  sufficient. 

Lewis  H.  Hambt. 

WasbinotoNi  D.  C. 
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figures  subjected  to  more  refined  methods,  656.  —  n.  Comparison  of 
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Mitchell's  Business  Cycles  is  justly  characterised 
by  reviewers  of  the  work  as  "  the  most  complete  and 
careful  study  of  the  phenomena  connected  with  business 
cycles/'  *  and  "  by  far  the  most  elaborate  treatise  on  the 
subject  that  has  yet  appeared  in  the  English  language." ' 
Another  writer  remarks  that  ^'  altho  much  still  remains 
to  be  done  in  the  field  of  the  business  cycle,  the  value  of 
Professor  Mitchell's  contribution  to  our  knowledge  of 
the  subject  can  hardly  be  overestimated."  ^  Mitchell 
goes  into  the  world  of  facts,  selects  data,  constructs 

1  I  am  indebted  to  Vvoiemor  W.  M.  Pctaons  for  suggestiiig  this  inquiry,  wfaidh  was 
oenied  on  in  oonneetion  with  the  nadiuite  ooune  on  etatiatiai  oonduoted  by  him  at 
Harrud  University  during  the  pest  Academic  year. 

>  Quarterly  Journal  of  Economies,  vol.  xxviii,  pp.  79&-^10  (Pttsons). 

*  Economic  Journal,  rol.  rnv,  pp.  7^-80  (Fifou). 

4  Journal  of  Political  Economy,  vol.  niv,  pp.  600-611  (Sprague). 
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index  numbers,  plots  eurvee.  This  done,  he  interprets 
the  results.  His  deductions  and  interpretations  are  based 
mainly  on  annual  data  presented  in  graphic  form.  The 
degree  of  fluctuation,  the  correqx)ndence  or  lack  of 
correspondence  of  the  cyclical  movements,  the  amount 
of  lag  of  the  fluctuations  of  one  series  as  compared  with 
those  of  another,  is  by  inspection  of  the  simple  graj^. 
It  is  this  subjective  method  which  the  present  paper 
considers  and  tests.  No  endeavor  is  here  made  to 
present  additional  data,  or  to  revise  in  any  way  the 
material  so  admirably  presented  by  Mitchell.  The 
purpose  is  simply  to  introduce  more  objective  methods 
of  testing  the  validity  of  his  conclusions. 

Not  every  table  or  chart  or  conclusion  in  Mitchell's 
book  will  be  examined,  but  only  those  which  are  closely 
related  to  the  problem  at  hand  and  are  not  so  obvious 
as  to  be  generally  accepted.^  The  price  series  used 
throughout  are  in  the  form  of  index  numbers  based  upon 
the  arithmetic  average  1890-99  as  100.  Unless  other- 
wise specified  the  figures  represent  annual  data.  Where 
in  any  series  figures  are  wanting,  the  corresponding 
figures  in  the  series  with  which  it  is  compared  are  elided 
in  the  interest  of  consistency. 

I  shall  bring  to  the  task  of  testing  the  cyclical  move- 
ments of  the  respective  price .  series  the  Pearsonian 
coefficient  of  correlation.*  Considerations  of  accuracy 
as  well  as  of  ease  of  calculation  lead  me  to  correlate  jZr^t 
differences*  rather  than  cydes.    Each  series  will  ordi- 

>  For  example,  the  rebtiooB  wfaioh  Mitchell  finds  ezistiiig  between  interest  rstes  on 
bonds,  oonunerdsl  paper  and  call  loans  are  easily  disoemed  from  the  graphs  and  gen« 
erally  aooepCed  by  economists.  The  same  might  be  said  of  other  series.  Cf .  BiitcheD, 
Business  Cycles,  pp.  14(HS6. 

>  For  a  discussion  of  this  device  and  its  practical  appHcatton  see  Yule,  An  Introdno- 
tion  to  the  Theory  of  Stotistics,  chaps.  9  and  10. 

•  Bo  long  as  the  setfular  trend  is  linear  the  results  obtained  by  the  method  of  first 
differences  have  in  a  number  of  independent  tests  been  found  by  Profeasor  Warren  M. 
PSiaons  to  be  substantially  the  same  as  those  obtained  by  the  more  involved  but  no 
more  accurate  method  of  cycles.   For  a  comparison  of  the  practical  results  of  these  two 
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naiily  be  compared  with  another  series  concurrently 
and  also  for  a  lag  in  both  directions.  The  expressions 
'^  previous/'  ''  concurrent/'  and  '^  lag  "  in  the  tables 
which  follow  invariably  refer  to  the  last  named  of  the 
series  paired.  The  index  of  correlation  is  carried  to 
two  places  only,  since  the  probable  inaccuracy  of  the 
original  data  will  not  justify  further  refinement. 

For  the  purposes  of  the  present  inquiry  it  is  a  matt^ 
of  indifference  whether  relative  dispersion  be  measured 
by  the  standard  deviation  or  by  the  coefficient  of  vari- 
ation.^ For  convenience  I  shall  ordinarily  use  the 
standard  deviation  of  the  first  differences.  In  certain 
instances  the  other  criterion  may  be  introduced  as  a 
check  on  the  results. 

II 

Mitchell  finds  that  the  retail  prices  of  thirty  staple 
foods  as  compiled  by  the  United  States  Bureau  of  Labor 
show  a  '^  certain  correspondence  "  with  business  con- 
ditions, despite  the  fact  that ''  the  supply  of  vegetable 
and  animal  foods  varies  in  an  arbitrary  fashion  deter- 
mined by  the  weather  and  the  demand  for  staple  foods 
is  less  affected  by  prosperity  and  depression  than  that 
of  more  dispensable  commodities."  * 

mflthods  the  reader  is  referred  to  an  mrtlde  by  ProfeaMr  Pecaons  on  the  **  Coostniction 
of  ft  ButinflM  Barometer  "  in  the  Ametican  Eeonomie  Review  for  Deoeinber,  1916, 
▼ol.  Yi,  pp.  78(M)9,  efipedaUy  pp.  755  ff.  A  reoent  theoretieal  discuasion  of  this  method 
by  the  same  author  appean  in  the  Quarterly  PublioatkmB  of  the  American  Statirticai 
AModation,  toI.  zvi,  no.  118,  June,  1917.  Tho  thia  eoeffieient  iaamaUer  than  that  of  the 
eycka,  it  haa  the  advantage  of  being  more  aenaitive  than  the  latter  to  vaziattona  in  the 
■eriea  compared.  Beaidea,  for  the  present  puxpoae  not  abaolute  aiae  but  the  relation 
esistinc  between  the  ooeffidenta  ia  the  important  thing. 

1  Of.  Yule,  An  Introduction  to  the  Theory  of  Stotiataea,  pp.  134-44,  and  149.  TIm 
standard  deviation  of  first  diff  erenoea  diffem  from  that  of  the  original  seiies  merely  in 
siie.  Both  may  be  equally  rdied  upon  aa  a  measure  of  relative  fluctuation.  Hie 
justification  for  the  employment  of  the  standard  deviation  lies  in  the  fact  that  the 
series  compared  are  in  the  form  of  index  numbers  based  on  the  arithmetic  average  188(^ 

99  as  100,  which  may  therefore  besaid  to  be  made  up  of  comparable  units.  The  small 
amount  of  error  due  to  the  fact  that  the  arithmetic  mean  for  the  entire  series  may  not  be 

100  may  for  present  purposes  be  ignored. 
*  Mitchell,  Buaineaa  Cydea,  p.  96. 
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In  the  comparison  of  consumers'  goods  at  wholesale 
and  at  retail,  satisfactory  results  can  be  obtained  only 
by  comparing  series  which  contain  the  same  classes  of 
commodities.  Since  the  currently  published  index 
numbers  do  not  meet  this  test,  Mitchell  finds  it  neces- 
sary to  reconstruct  the  two  series  upon  the  basis  of 
figures  obtained  from  the  Bureau  of  Labor  Bulletin. 
Average  relative  prices  for  twenty-five  commodities^ 
are  accordingly  arranged  in  two  series  —  at  wholesale 
and  at  retail  —  and  two  curves  are  plotted  from  these 
figures.*  Mitchell  observes  that  ''while  these  two 
series  agree  closely  in  the  general  trend  of  fluctuations, 
the  retail  prices  are  much  more  stable.  They  lag  behind 
wholesale  prices  both  on  the  rise  and  on  the  fall,  but 
more  on  the  fall  than  on  the  rise."  * 

The  correlation  of  relative  prices  at  retail  with  rela- 
tive prices  at  wholesale  of  twenty-five  staple  foods  ^ 
yields  the  following  results : 

Table  I.  —  Twentt-Fivb  Staplb  Foods  at  Wholbsalb  and  Rxtail 

(1890-1907) 

(The  ezprcHbnft  **  previous,'*  "  ooncttrrent "  and  "  lac  **  raf«r  to  the  last  named  of 
the  aeries  paired) 

Coeffioienta  of  Conelation 
One  Year  One  year 

Series  Coirelated  Pkevioua        Conourrent  Lag 

Retail  prices  and  wholesale  prices        +-09  +J$  +.15 

It  is  clear  from  this  test  that  Mitchell's  contention 
that  the  series  move  together  is  not  without  foimda- 
tion,  since  there  is  a  conaderable  degree  of  correlation 
between  them  (+  .72).  But  it  is  to  be  noted  also  that 
the  point  of  highest  agreement  appears  in  the  concurrent 
data  as  distinguished  from  a  lag  in  either  direction.  The 
slightly  higher  degree  of  correlation  for  the  one  year  lag 

1  MitelM0,BiMincasGyeles,i».06,note9.        •nikL.p.M. 

>  Ibid.,  p.  97.  <  lUd..  Table  8,  Chart  1,  p.  97. 
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than  for  the  previous  year  is  not  significant,  since  the 
difference  is  small  and  the  coefficient  low. 

The  greater  stability  in  retail  prices  than  in  wholesale 
prices  is  indicated  by  their  standard  deviations,  4.2  and 
6.8  respectively. 

Mitchell  asserts  further  that  as  between  producers' 
and  consumers'  goods  the  same  phenomenon  appears. 
''As  consumers'  goods  at  retail  are  more  stable  in 
price  than  the  same  goods  at  wholesale,  so  consumers' 
goods  even  at  wholesale,  are  more  stable  in  price  than 
producers'  goods.  .  •  .  The  availability  of  data  by 
months  for  recent  years  makes  it  possible  to  carry 
out  this  comparison  in  detail  for  the  period  includ- 
ing the  latest  crisis,  depression  and  revival  of  business 
activity. 

''  The  comparison  by  months  shows  that  producers' 
goods  reached  their  highest  point  earlier  in  1907  than 
consumers'  goods,  and  were  on  the  down-grade  several 
months  before  the  panic  broke  out.  Their  decline 
in  1908  was  also  greater  in  d^ree,  their  recovery 
began  sooner  and  proceeded  at  a  faster  pace.  In 
brief,  within  short  periods  as  within  long,  the  prices  of 
producers'  goods  appear  to  be  decidedly  more  sensi- 
tive than  prices  of  consumers'  goods  to  alterations  in 
business  conditions." 

Let  us  apply  our  tests  first  to  the  annual  data  on  this 
topic.  So  far  as  the  degree  of  fluctuation  is  concerned, 
consumers'  goods  show  more  stability  than  producers' 
goods,  since  the  standard  deviation  of  the  former  is  4.7, 
while  that  of  the  latter  is  5.8.  But  in  point  of  time  the 
prices  of  both  types  of  goods  move  together.  The  two 
series  correlate  with  each  other  most  closely  for  the  same 
year  (+.74),  while  the  correlation  of  consumers'  goods 
with  producers'  goods  for  the  previous  year  is  but 
moderate  (+.41),  and  the  agreement  for  the  lag  of  one 
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year  is  of  no  significance.  Again,  there  is  some  tendency 
for  the  prices  of  producers'  goods  to  move  earlier  than 
those  of  consumers'  goods,  but  the  tendency  is  not 
marked. 

TaBIJB  II.  —  CONBUMXBS'  AMD  PbODUGEBS'  GoODB  AT  WhOUBBALB  IN 

THE  Unttbd  States  (1890-1910)  ^ 

Coaffieiento  of  Correlatioii 
One  Year  Oda  Year 

Series  ConeUted  Praviooe       Conourrent        Lac 

Consumera'  goods  and  produoera'  goods    +.41  +.74         +-05 

Series  Standard  Deviations 

Produoera'  goods  5.8 

Consumen'  goods  4.7 

It  will  now  be  interesting  to  look  for  a  moment  at  the 
monthly  data^  which  run  through  the  business  cycle  of 
1907.  Tho  Mitchell  has  not  charted  the  monthly 
figures  I  feel  warranted  in  examining  them,  since  he 
brings  the  monthly  as  well  as  the  annual  data  to  the 
support  of  his  conclusions.  I  have  correlated  these  two 
monthly  series  ^  with  each  other  for  concurrent  months 
and  for  lags  of  three-month  intervals  in  each  direction 
with  results  which,  tho  low,  may  be  said  to  be  of  some 
significance.  As  in  the  case  of  the  annual  figures,  the 
concurrent  correlation  is  the  highest  ( + .36) .  The  other 
coefficients  are  either  low  or  negative,  with  the  possible 
exception  of  that  resulting  from  the  correlation  of  the 
prices  of  consumers'  goods  with  producers'  goods  for 
six  months  previous  ( +.27).  This,  if  it  indicates  any- 
thing at  all,  signifies  a  slight  tendency  of  the  prices  of 
producers'  goods  to  move  before  those  of  consumers' 
goods.  It  should  be  observed  that  these  coefficients  do 
not  descend  gradually  from  the  highest  point  in  each 
direction  as  do  those  of  the  quarterly  figures  which 
appear  later. 

1  For  series  correlated  see  Mitohell,  Busineas  Cyoka,  TaUe  4,  p.  98. 
>  Ibid..  Table  4,  p.  99. 
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Tabus  III.  —  Conbumxbs'  and  Pboducbbb'  Goodb  at  Wholb&au  dt 

Umitbd  Stacts 


(By  months.  Janoaiy,  1907  to  Deeembcr,  1910,  indoBtre) 

Series  ComUtad  Coeffieienti  of  ComUtioii 
Gonmimere'  goods  and  produoen'  goods: 

Twelve  months  previous  —.09 

Nine  months  previous  +*19 

Six  months  previous  +J27 

Three  months  previous  +-13 

Concurrent  -h.59 

Three  months  lag  —.09 

Six  months  lag  —.10 

Nine  months  lag  —.06 

Turn  now  to  the  results  for  quarters.  They  are  more 
in  accord  with  Mitchell's  conclusions.  Inasmuch  as  he 
does  not  present  quarterly  figiures,  I  have  resolved  his 
monthly  series,  1907-1910,*  into  quarterly  series  by 
means  of  a  three-month  arithmetic  average.  This 
treatment  of  his  data,  however,  reduces  the  number  of 
items  in  each  series  to  fifteen  at  most,  and  thereby 
impairs  measurably  the  reliability  of  the  respective 
indices  of  correlation.  Here  the  highest  degree  of  cor- 
relation is  perceived  when  prices  of  consumers'  goods 
for  the  current  quarter  are  correlated  with  those  of 
producers'  goods  for  the  previous  quarter  ( +.46).  The 
correlation  for  the  second  previous  quarter  (+.37)  is 
equally  as  high  as  the  concurrent  correlation  (+.36). 
The  agreement  with  the  third  previous  quarter  (+.21) 
is  too  low  to  be  of  any  significance.  The  least  harmony 
occurs  between  consumers'  goods  for  the  current  quarter 
and  producers'  goods  for  the  second  subsequent  quarter 
-.24).  It  should  be  noted  that  the  results  diminish 
regularly  from  the  maximum  in  each  direction.  What 
I  have  just  presented  is  the  strongest  evidence  I  can  find 
from  the  material  at  hand  that  the  prices  in  question 

1  BunneBB  Cyelee,  Table  4,  p.  90. 
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behave  in  the  manner  suggested  by  Mitchell.  Unfor- 
tunately,  the  lack  of  sufficient  data  precludes  any 
definite  conclusion. 

Tablb  IV.  —  Pboducbbs'  and  CoNBiniBBs'  Goods  at  Wholbbalb  in 
THB  United  States 

(By  qiurtvs,  January,  1007  to  Deceinb«r,  lOlOt  indurive) 
Series  Conelated  Coeffidents  of  Correlatioa 

Consumers'  goods  and  producera'  goods: 

Four  quarters  previous  —.01 

Three  quarters  previous  +.21 

Two  quarters  previous  +.37 

One  quarter  previous  +w^ 

Concurrent  +.36 

One  quarters  lag  —  .05 

Two  quarters  lag  —.24 

Three  quarters  lag  —.14 

III 

An  inquiry  into  the  relation  between  the  prices  of 
finished  products  and  of  raw  materials  from  which  they 
are  made  is  significant.  Mitchell's  comparison  of  the 
curves  of  the  relative  prices  of  twenty  pairs  of  raw 
materials  and  their  manufactured  products  ^  indicates 
''  that^  whether  the  comparison  be  by  months  or  years, 
the  prices  of  raw  materials  respond  more  promptly  and 
in  larger  measure  to  changes  in  business  conditions  than 
do  the  prices  of  their  products/'  And  the  introduction 
of  an  intermediate  curve  representing  the  prices  of 
partly  manufactured  goods  ^  leads  him  to  the  further 
conclusion  that  the  degree  of  steadiness  of  the  prices  of 
goods  is  a  fimction  of  their  nearness  to  or  remoteness 
from  the  raw  state.' 

The  method  of  correlation  does  not  in  this  case 
strengthen  Mitchell's  position.    For  if  we  accept  his  an- 

1  BiHohdl,  Busmeaa  Cydea,  Chart  2,  p.  100,  and  TaUa  S,  p.  101. 
«  Ibid..  Chart  8,  p.  100,  Table  6,  p.  101. 
>  Ibid.,  p.  102. 
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nual  data  as  the  correct  basis  and  compare  the  prices  of 
the  twenty  raw  materials  with  the  prices  of  the  tw^ity 
manufactured  articles,  we  find  the  prices  of  the  two 
series  for  the  same  year  moving  very  closely  together 
(  H- .94),  while  the  prices  of  raw  materials  for  tiie  preced- 
ing year  agree  in  a  less  measure  (+.24),  and  for  the  one 
year  lag  not  at  all  (  -  .04). 

Tabub  v.  —  TwBmr  Raw  Matsbiai^  and  thbib  Maiotfactubed 

Pboducib  (1890-1910) 

Codliflienti  of  ComlMion 
Om  Ymt  One  Tew 

Series  Comiated  Previoue      Conouimit      Lee 

Manufactured  products  and  raw  materials  +.24        +.P4         —.04 

The  author's  assertion  seems  also  at  variance  with  the 
facts  revealed  in  the  case  of  the  "  five  triplets,"  ^  tho 
more  evidence  can  here  be  invoked  in  his  support  than 
in  the  previous  instance.  Prices  of  raw  materials  move 
concurrently  with  prices  of  partly  manufactured  prod- 
ucts (+.76),  which  latter  in  turn  harmonize  with  the 
prices  of  finished  products  for  the  same  year  in  a 
slightly  less  degree  ( +.69).  And  the  prices  of  finished 
products  agree  as  closely  with  the  prices  of  raw  materials 
ifor  the  concurrent  as  for  the  previous  year  (+.52). 
Correlation  for  the  one  year  lag  is  negative.  One  of  the 
most  striking  features  of  the  table  which  follows  is  the 
higher  correlation  of  finished  products  for  the  current 
year  with  raw  materials  for  the  previous  year  (+.52) 
than  of  partly  manufactured  products  for  the  current 
year  with  raw  materiaLs  for  the  preceding  year  ( +.38), 
or  with  finished  products  for  the  succeeding  year  ( + .32). 
Furthermore,  the  last  two  coefficients  are  of  approxi- 
mately the  same  size.  It  is  just  possible  that  the  agree- 
ment between  the  intermediate  and  other  stages  of 
manufacture  might  have  been  closer  had  the  period  been 
reduced  to  quarters. 

>  The  phreae  quoted  refect  to  three  eete  of  index  numbers  of  prioet  of  fire  ■eieeled 
eommoditiee  in  their  nm,  pertly  manufeetured  end  Aniehed  etetee. 
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Tabia  VI.  —  Fivx  ComiODiTiBS  in  thbib  Raw,  Pabtlt  Manxtfao- 

TUSBD  AND  FiNUHBD  BtaTB  (1800-1910) 

Co«ffl«ienti  of  ComUtion 
One  Yew  One  Year 


SeriMConrelMed 

Previous 

CoDcumnt 

Uc 

Fkfftly  manufactured  foodueto  and  raw 

materials 

+3& 

+.76 

-.18 

Finiahed  produeta  and  raw  materials 

+.82 

+.82 

-.17 

Finished  products  and  partly  manufac- 

tured products 

+.82 

+£9 

-.04 

But  this  greater  sensitiveness  of  raw  materials^  sug- 
gests Mitchell^  may  mean  that  consumers'  goods  are  less 
sensitive  than  producers'  goods  because  the  former  are 
chiefly  finished  products.  He  tests  this  situation  by  con- 
structing and  charting^  series  which  contain,  not  the 
prices  of  raw  materialsi  but  simply  those  of  consumer's 
manufactured  products  on  the  one  hand  and  producers' 
manufactured  products  on  the  other.  Inspection  of  his 
graphic  presentation  leads  him  to  the  conclusion  that 
from  the  point  of  view  of  sensitiveness  to  alterations 
in  business  conditions,  as  well  as  of  the  range  of  the 
oscillations,  producers'  manufactured  articles  occupy  a 
position  intermediate  between  that  of  raw  materials 
and  consumers'  goods. 

It  is  true  that  the  indices  of  variability  of  the  three 
series,  as  well  as  their  respective  curves,^  reveal  wider 
oscillations  in  the  goods  as  the  raw  state  is  approached. 
Below  are  the  measures  of  dispersion  of  the  three  series 
in  question: 

TaBLB  VII.  —  DlBBimLAB  PBICB  FlUCTUATIONB  of  PBODUCBBS'  AMD 

Cohbummbb'  GoonB 

Coaffidenteof  StnndanI     Demtions 

Vwiation—  Flnt  Origina] 

SeriM  Oriflinel  Series      Differenoee  Senea 

Raw  materials,  producers'  goods  15.9  7.6  18.4 

Producers'  manufactured  goods  11.0  6.8  12.0 

Consumers' manufactured  articles  8.5  4.7  9.0 

I  BiMinc«Cye!et.Tablee,p.l08,MMlCb«rt4.p.l03.     i  Ibid..  Chwt  4,  p.  108. 
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It  will  be  observed  that,  whatever  method  we  pursue, 
the  relation  found  is  that  advanced  by  Carver  ^  and 
accepted  by  Mitchell  in  explanation  of  the  business 
cycle. 

But  the  figures  when  subjected  to  the  correlation 
method  do  not  support  the  proposition  that  the  prices 
of  producers'  goods  characteristically  move  earlier  in 
point  of  time  than  those  of  consumers'  commodities. 
For  when  the  price  series  for  consumers'  manufactured 
commodities  is  compared  with  that  of  producers'  manu- 
factured commodities  for  the  previous  year  the  d^ree 
of  agreement  is  only  moderate  (+.31),  whereas  the 
coefficient  of  correlation  of  the  concurrent  figures  is  sub- 
stantial ( + .81) .  Likewise,  raw  materials  compare  with 
producers'  manufactured  articles  most  favorably  when 
the  figures  compared  are  for  the  same  year  ( +.87). 

Table  VIII.  —  Raw  Matbbials  and  Manufactubxd  CoioiODims 

USED  BT  PBODUCBBB  AND  BT  CONBUIIBBS  (1890-1910) 

Coeffieiflnte  of  Comlfttiaii 
OimYmt  OneYew 

Series  CocnUted  Previoui      ConouiTeiit      lm% 

Manufactured  articlee  used  by  oonsumera, 
and  manufactured  artides  used  by 
producers  -I-.31        +£1        +.02 

Raw  materials  used  by  producers,  and 
manufactured  articles  used  by  pro- 
ducers -.00        +S7        +.48 

IV 

Sombart's  theory  that  business  cycles  are  caused  by 
the  different  rhythms  of  production  in  the  oi^anic  and 
inorganic  realms  suggests  to  Mitchell  a  comparison  of 
the  prices  of  minerals,  the  characteristic  inorganic  raw 
materials,  with  the  prices  of  organic  goods  such  as  forest, 
animal  and  farm  products.*    For  the  purpose  at  hand 

^  Quarterly  Joomal  of  Bconomka,  May,  1908,  toL  zni,  pp.  4i97«^(X)0. 
*  MitoheU,  BuBmeas  Cydea,  Chart  5,  p.  106,  and  Table  7.  pp.  106-07.    The 
are  made  up  of  41  mineral,  19  foroit,  41  animal  and  68  farm  produota. 
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the  prices  of  raw  materials  only  are  considered  by  him^ 
on  account  of  their  independence  of  improvem^its  in 
the  arts.  He  finds  that ''  of  the  four  series,  the  inorganic 
mineral  products  reflect  the  business  cycles  with  least 
distortion  for  the  whole  period;  but  their  superiority  as 
a  'trade  barometer'  over  the  organic  forest  products 
is  due  chiefly  to  the  steady  rise  of  the  latter  from  1901 
to  1907,  •  .  •  due  to  a  gradual  reduction  in  the  supplies 
of  lumber  within  easy  reach  of  the  great  eastern  markets 
from  which  the  quotations  come,  and  to  a  closer  organ- 
ization among  the  lumber  interests.  •  •  •  In  the  case  of 
animal  and  farm  products,  however,  where  dependence 
is  not  upon  natural  deposits  of  minerals,  and  of  forests 
which  have  grown  through  decades,  but  upon  the  fruits 
of  human  labor  during  one  or  two  seasons,  frequent  con- 
tradictions between  the  movements  of  prices  on  the  one 
hand  and  changes  in  business  conditions  on  the  other 
hand  seem  likely  to  continue  for  an  indefinite  time  to 
come.  Sombart's  theory  in  other  words  might  be  more 
accurately  formulated  in  terms  of  contrast  between 
goods  the  supply  of  which  within  short  periods  depends 
largely  upon  the  weather,  and  goods  the  supply  of  which 
within  short  periods  depends  almost  entirely  upon  the 
activity  of  enterprise."  * 

The  correlation  of  these  figures  yields  results  which  in 
part  corroborate  the  conclusions  set  forth.  The  maid- 
mum  correlation  of  mineral  products  with  the  other 
three  series  is  greatest  for  forest  products  (+.67), 
slightly  less  for  animal  products  ( +.38),  and  practically 
insignificant  in  the  case  of  farm  products  ( +.02).  The 
closer  concurrent  correlation  between  forest  products 
and  the  other  organic  products  (farm  +.32,  animal 
+.48)  than  between  the  inorganic  products  (minerals) 
and  tiie  same  organic  goods  (farm  +.02,  animal  +.38), 
is  interesting  in  the  light  of  Mitchell's  suggestion  that 

>  BntrinMB  Cyekt,  pp<  106-OQ. 
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forest  products  since  1900  have  been  losing  thdr  force 
as  a  business  barometer. 

The  moderate  degree  of  correlation  between  farm 
products  for  the  current  year  and  mineral  and  forest 
products  for  the  preceding  year  ( +.42  and  +.34  respec- 
tively) is  worthy  of  note.  It  is  therefore  evident  that^ 
to  some  extent  at  least,  mineral  and  forest  products 
unite  in  forecasting  the  prices  of  farm  products,  despite 
the  close  dependency  of  farm  production  upon  weather 
conditions,  and  the  inelastic  nature  of  the  demand  curve 
for  agricultural  products.  So  that,  unless  the  rdation 
established  is  to  be  interpreted  as  an  accidental  coinci- 
dence, one  is  unable  to  join  Mitchell  in  the  assertion 
that  ''weather  conditions  constitute  such  an  important 
factor  that  movements  initiated  in  the  mineral  in- 
dustries would  be  but  imperfectly  reflected  in  the  farm- 
ing industry." 

Table  IX.  —  Organic  and  Inobganic  Goods  m  thbib  Raw  Star 

(1890-1910) 

CoefflcMoti  of  Correlatioii 
One  Yew  One  Yev 

Series  Correlated  Previous        Conourrent  Lac 

Forest  products  and  mineral  products    +.14  +.67  —.02 

Animal  products  and  mineral  products  —.18  +.59  +.18 

Farm  products  and  mineral  products     +4^  +.02  +.12 

Farm  products  and  forest  products        +.54  +.32  —.03 

Animal  products  and  forest  products      —.19  +.4^  +M 

Farm  products  and  animal  products      +.13  +.50  +.16 

V 

Wages  remain  to  be  discussed.  Mitchell  directs 
attention  to  the  incompleteness  of  the  data  ^  due  to  the 
fact  that)  for  the  most  part,  only  manufacturing  indus- 
tries are  included.  But  since  manufacturing  centers 
exhibit  the  phenomena  of  business  cycles  in  a  pro- 
nounced degree,  it  is  perhaps  fortunate  that  the  limita- 

1  The  Amerioan  ficuree  are  taken  from  the  United  States  Bureau  of  Ijibor  BuUelinB 
of  July,  1004-08.  The  ficurea  are  weighted  aeoording  to  the  nomber  in  eaeh  employ- 
ment  in  the  eonstruetioD  of  new  aeriea  only. 
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tions  are  as  they  are.  Mitchell  concludes  that  ''  the 
figures  indicate  that  the  prices  of  labor  are  influenced 
by  changes  in  business  conditions,  but  in  less  degree 
than  the  prices  of  commodities  at  retail/'  and  in  a  much 
less  degree  than  those  of  commodities  at  wholesale. 
Further,  ''  the  range  covered  by  the  relative  prices  of 
labor  is  narrower,  and  the  degree  of  concentration  about 
the  median  is  greater  than  with  wholesale  prices.''  ^ 

To  what  extent  are  these  conclusions  justified  by  the 
method  we  are  pursuing  ?  In  the  first  place,  if  whole- 
sale prices  may  be  taken  as  a  barometer  of  business 
conditions,  retail  prices  respond  more  quickly  to  changes 
in  wholesale  prices  than  do  wages.  For  wholesale  prices 
correlate  more  closely  with  the  former  ( + .77)  than  with 
the  latter  ( +  .57) .  The  fact  yet  remains  that  they  move 
conciurently,  and  that  there  is  a  more  substantial 
agreement  between  wholesale  prices  for  the  ciurent 
year  and  wages  for  the  following  year  ( +.51)  than  with 
retail  prices  for  the  following  year  ( +.30).  The  stand- 
ard deviations  of  the  first  differences  of  these  three 
series  show  that  the  character  of  the  dispersion  is  as 
described  by  Mitchell,  greatest  for  wholesale  prices 
(5.8),  less  for  retail  prices  (2.4),  and  least  of  all  for 
labor  (2.2). 

Tabls  X.  —  Wages,  and  Ck>inifODiTiB8  at  Wholbsalb  and  Retail  in 
Thb  Untrbd  States  (1S90-1907)  < 


8«iiw  Cocrebted 
Wages  and  wholesale  prices 
Retail  prices  and  wholesale  prices 


Wholesale  prices 
Retail  prices 
Wages 

1  Mitohdl,  BuirineM  Cycles,  pp.  182,  188. 

s  Whofa— to  prioM,  Dun-Oibflon  Index  Number  Improved. 

Retail  prices  of  thirty  ttsple  foods. 

Wages  per  hour  in  f ortysme  msnnf aeturing  industries. 


Coeffioients  of  CorreUtion 
One  Year                                One  Tear 

+.51 

+.67 

+.40 

+.30 

+.77 

+.23 

Standard  Deiriations  (Fimt  Differanccs) 

5.8 

2.4 

2.2 
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Mitchell's  investigation  of  English  wages  leads  him  to 
assert  that  '^  Englii^  wages  pursue  a  course  far  more 
even  than  do  prices  at  wholesale.  But  when  compared 
with  the  Board  of  Trade's  series  for  the  retail  prices  of 
food  the  difference  is  less  marked.  .  .  .  Finally,  when 
the  English  and  American  index  niunbers  are  compared 
they  reflect  the  differences  in  the  course  of  businesB 
cycles."  * 

Tabub  XI.  —  Waqss,  and  Comm oditibs  at  Whoubsalb  and  Retail  nr 
England  (1S90-1910) 


8eri«Comliitad 

OiM  Yew                            Obb  Tmt 

FteviooB        Conmirmit        Lug 

Wages  and  wholesale  prices  (Sauerbeck)    +.47 

-f-.w 

-.25 

Retail  prices  and  wholesale  prices 

+JS9 

-f-.07 

-.02 

Retail  prices  and  wages 

^JS8 

+.18 

-.23 

Wholesale  prices  and  wages 

-.25 

+.7/ 

+.47 

American  wages  and  En^^ish  wages 

+.49 

SeriM 

Wholesale  prices 

5.1 

Retail  prices 

2.7 

English  wages 

2.2 

American  wages 

2.2 

In  striking  contrast  to  the  American  results,  the  pres- 
ent inquiry  discloses  the  fact  that,  in  point  of  time; 
English  wages  move  in  close  harmony  with  wholesale 
prices  ( +  .71),  while  retail  prices  show  but  a  slight  degree 
of  similarity  in  their  fluctuations  (+.07).  Both  series 
show  a  moderate  degree  of  correlation  with  wholesale 
prices  for  the  previous  year.  Again,  wages  agree  more 
closely  with  retail  prices  for  the  following  year  (+.38) 
than  for  the  previous  year  ( -.23). 

So  far  as  the  degree  of  fluctuation  is  concerned,  it 
appears  that  wages  do  pursue  a  course  far  more  even 

1  Mitofaeia.  BuniMM  Cycles,  pp.l3e  and  189.  MitoheU  points  out  tbst  EnglUiwir 
sUtistioB  are  less  relisble  thsn  the  Americsa  data  in  that  "  while  agiioaltare  and  eoal- 
mining  are  included,  the  maaufaeturing  industries  are  by  no  means  so  well  leimsiwt^ri  " 
as  in  the  Ameriean  figures. 
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(2.2)  than  do  prices  at  wholesale  (5.1);  and  when 
compared  with  retail  prices  the  difference  is  less  marked 
(2.7). 

VI 

We  may  now  conclude  and  summarize. 

It  is  clear  from  this  analysis  —  which  rests,  be  it 
remembered,  on  annual  data  —  that  the  prices  of  con- 
sumers' goods  at  retail  do  not  lag  behind  the  same  goods 
at  wholesale  in  the  manner  indicated  by  Mitchell,  but 
move  concurrently  with  slightly  differing  ranges  of 
fluctuation.  Producers'  goods,  fiurther,  exhibit  a  wider 
range  of  fluctuation  than  consumers'  goods  even  at 
wholesale.  But  an  examination  of  the  monthly  as  well 
as  of  the  annual  figures  does  not  enable  one  to  confirm 
Mitchell's  assertion  that  '' within  short  periods  as 
within  long  the  prices  of  producers'  goods  appear  to  be 
decidedly  more  sensitive  than  the  prices  of  consumers' 
goods  to  alterations  in  business  conditions."  We  must 
turn  to  quarterly  series,  constructed  from  the  monthly 
figures  1907-1910  inclusive,  which,  tho  inadequate,  con- 
stitute the  only  available  evidence  that  the  prices  of 
consumers'  and  producers'  goods  do  move  in  the  manner 
indicated  by  Mitchell.  Even  here  the  evidence  is  not 
unmistakable. 

The  sensitiveness^  of  prices  of  commodities  to  busi- 
ness conditions  does  not  appear  to  be  a  function  of  the 
proximity  to  or  remoteness  from  the  raw  state.  A 
comparison  of  the  annual  figures  of  twenty  pairs  of  raw 
materials  and  their  manufactured  products,  as  well  as 
five  triplets  of  raw  materials,  their  half-finished  and 
finished  products,  reveals  neither  a  lag  of  half-finished 
products  behind  raw  materials,  nor  a  lag  of  finished 

>  The  word  "Mnsitive  '*  it  used  here  to  mean  both  quiekneia  and  macnitude  of 
flnetuatioBS. 
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produets  behind  half-finished  goods  or  raw  matoiab. 
The  removal  of  raw  materials  from  the  produeefs' 
goods  does  not  alter  the  results.  Coefficients  of  vari- 
ability, ranging  from  8.45  in  the  case  of  consumers' 
goods  to  10.98  in  the  case  of  producers'  manufactured 
commodities,  and  to  15.87  in  the  case  of  raw  materials, 
harmonise  with  Mitchdl's  interpretation,  and  lend  sup- 
port to  Carver's  theory  that  crises  arise  from  the  diseuni- 
lar  price  fluctuations  of  producers'  and  consumers' 
goods.  That  the  prices  of  producers'  goods  do  not 
diaracteristically  move  earlier  in  pcMnt  of  time  than 
those  of  consumers'  commodities  is  evidenced  by  the 
high  d^ree  of  concurrent  correlation  of  the  three  series 
with  each  other. 

The  author's  conclusions  as  to  Sombart's  theory  need 
qualification.  The  annual  figures  paired  concurrency 
show  that  mineral,  forest,  and  animal  products  move 
together,  and  that  these  movements  are  reflected  one 
year  later  in  farm  products.  Animal  products,  however, 
agree  more  elosdy  with  forest  and  farm  products  than 
with  minerals.  Hie  results  indicate  that  forest  products 
still  remain  a  good  index  of  business  conditions,  notwith- 
standing the  limitations  of  supply  and  conditions  of 
monopoly  existing  in  the  industry. 

It  is  obvious  that  Mitchell  is  correct  in  asserting  that 
American  wages  show  a  stability  superior  to  both  retail 
and  wholesale  prices.  But,  contrary  to  Mitchell,  wages 
in  the  British  Isles  exhibit  much  the  same  range  of 
fluctuation  as  those  in  the  United  States.  In  point  of 
time  English  wages  display  a  more  intimate  relation  to 
wholesale  prices,  and  join  these  in  preceding  prices  at 
retail;  while  all  three  of  the  American  series  move 
together.  This  diff^*ence  in  the  relation  of  wages  to  busi- 
ness conditions  may  be  due,  not  to  irregularity  or  incom- 
pleteness of  the  figures,  but  to  the  influence  of  trade 
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unionism  or  to  a  significant  difference  in  the  industrial 
and  conunercial  conditions  in  the  two  countries. 

The  present  analjrsis  thus  supports  Mitchell  in  some 
of  his  conclusions.  In  many  others  the  results  appear 
to  be  inconclusive^  and  in  some  cases  even  contradictory. 
Probably  the  safest  and  most  important  conclusion  of 
this  study  is  this:  annual  figures  do  not  suffice.  Annual 
data  are  open  to  question  because  of  their  non-homoge- 
neous content.  For  instance,  the  year  1007  witnessed 
a  period  of  considerable  business  activity  followed  by 
feverish  activity,  then  collapse  and  depression;  1908, 
depression  in  the  beginning  and  revival  in  the  later 
months.  To  unite  the  figures  for  the  earlier  and  later 
months  of  such  years  serves  not  to  clarify  but  to  confuse 
any  study  of  these  short-time  phenomena.  Since  a 
study  of  crises  is  perforce  a  study  of  these  short-time 
movements,  the  results  are  vitiated  in  the  measure  that 
these  heterogeneous  elements  are  merged  in  annual 
figures.  While  the  lag  is  in  some  cases  a  year,  in  other 
cases  it  is  obviously  not  a  year,  but  some  shorter  period.^ 
The  use  of  annual  figures  is  legitimate  as  a  preliminary 
step,  but  not  as  a  basis  for  final  conclusions.  It  is  my 
conviction  that  reliable  results  can  be  obtained  only  by 
a  resort  to  quarterly  or  monthly  data,  preferably  the 
former.  Mitchell's  work  marks  an  epoch.  But  his 
study  merely  points  the  way.  The  task  yet  remains  for 
some  one  with  time  and  patience  to  dig  out  the  appro- 
priate data  and  to  continue  with  more  refined  methods 
the  inquiry  so  well  begun. 

B.  W.  King. 

Wmn  VmaiNiA  Uniybbsxtt. 


>  Ibis  Ti«w  is  tubsUntiaUsr  that  espra«ed  by  ProfeoMr  O.  M.  W.  Spngue  in  a 
reeant  r«vi«w  of  Mitoh«ll'a  BusmeM  Cydw.  "  Wh«n  the  investigator  is  oonoemod  with 
brosd  wmtnX  tsndendes  owr  s  lone  period  of  time  annual  figures  servs  the  inirposs. 
But  in  the  esse  of  the  business  oyole  it  is  a  series  of  changes  wUoh  follow  one  another  in 
rather  quiek  luc  cession  that  are  to  be  msssured/*  Joumsl  of  PoUtieal  Eoonomy, 
ToL  SDT,  p.  009  (June,  1016). 
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TRADE  UNIONISM  IN  THE  IRON  INDUSTRY: 
A  DECADENT  ORGANIZATION* 

SUMMARY 

I.  Earlier  histoiy  of  the  Amalgamated  AsBOciation  of  Iron  and  Sted 
Workers,  674.  —  Its  strength  broken  by  the  Homestead  strike  of  1892, 
675.  —  Its  policy  suicidal,  676.  —  Gradually  driven  out  of  the  Steel 
Corporation,  677.  —  II.  The  Association's  annual  agreements  with  the 
Western  Bar  Iron  Association,  678.  —III.  Reasons  for  the  continuing 
hold  of  the  union,  681.  — Dissension  among  the  iron  workers,  682. — The 
insurgent  movements  defeated,  682.  —  IV.  Place  of  the  Association  in 
the  sheet  and  tin  plate  industry,  686.  —  V.  Its  future  dubious,  688. 


Local  unions  were  formed  in  the  iron  industry  as 
early  as  the  decade  of  the  forties;  but  it  was  not  until 
after  the  Civil  War  that  they  attained  permanence  of 
organization.  By  1873  there  were  three  national  unions : 
the  Sons  of  Vulcan,  with  a  membership  of  3331,  was 
composed  of  puddlers  and  their  helpers;  the  Associated 
Brotherhood  of  Iron  and  Steel  Heaters,  Rollers  and 
Roughers,  with  a  membership  of  700,  was  composed  of 
the  skilled  men  in  that  branch  of  the  industry;  and  the 
Iron  and  Steel  Roll  Hands  of  the  United  States,  with  a 
membership  of  473,  was  composed  of  the  semi-skilled 

>  The  material  for  this  atudy  waa  oolleoted  whale  the  writer  waa  acting  aa  qweial 
acent  for  the  United  Statea  Commkrion  on  Industrial  Rdationa.  Qrateful  acknowl- 
edgment is  made  to  union  officials  and  to  employers  and  their  repreaentatiTeB  who  con- 
tributed information. 

On  the  early  history  and  policiee  of  unions  in  the  iron  and  steel  industry,  Taluable 
material  is  in  the  following:  Wright,  C.  D.,  The  Amalgamated  Association  oC  Iron 
and  Steel  Workers;  Quarterly  Journal  of  Economica,  vol.  vii,  pp.  400  if.;  Conditioaa 
of  Employment  in  the  Iron  and  Steel  Industry,  Senate  Document  no.  110,  62d  Con- 
gress, 1st  Sfssion,  vol.  iii,  pp.  107  ff.;  Fitch,  J.  A.,  The  Steel  Woriters;  and  Fitch,  J.  A., 
Unionism  in  the  Iron  and  Steel  Industry,  Pcditical  Science  Quarterly,  vol.  sadv, 
pp.  07  if. 
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men  in  the  rolling  crews,  together  with  a  few  rollers  and 
roughers. 

Inter-union  jealousies  and  disputes  weakened  the 
bargaining  power  of  each  of  these  organisations.  The 
recognition  of  this  weakness  brought  about  their  con- 
solidation in  1876  under  the  name  of  National  Amalga- 
mated Association  of  Iron  and  Steel  Workers.  The 
name  was  largely  a  misnomer,  since  nearly  all  of  the 
members  were  iron  workers.  Steel  production  in  the 
United  States  had  not  yet  become  an  important  part  of 
the  industry.^ 

In  the  Amalgamated  Association,  the  Sons  of  Vulcan 
formed  85  per  cent  of  the  original  membership  and  for  a 
considerable  time  dominated  its  policies.  From  the 
first  a  sliding  scale  of  wages,  based  upon  fluctuations  in 
the  market  price  of  iron,  was  established  and  main- 
tained by  the  union.  The  success  of  the  union  in  the 
iron  industry  was  continuous  and  progressive  during  the 
first  fifteen  years  of  its  existence  and  by  1890  nearly  all 
mills  signed  its  scale.  Closed  union  ebop  was  strictly 
adhered  to  in  the  unionized  mills  at  this  time.  In  the 
steel  industry  the  union  never  gained  the  advantage  it 
enjoyed  in  the  iron  industry  and  in  its  strongest  years 
probably  never  controlled  50  per  cent  of  the  steel 
workers. 

The  high  mark  in  membership  in  the  Association  was 
reached  in  1891,  when  24,068  were  enrolled.  Previous 
to  this  time  there  had  been  numerous  strikes  and  in 
1882-83  a  series  of  disputes  had  resulted  in  a  tem- 

1  Daring  the  yean  from  I860  to  1864  only  about  OM  per  oent<rf  the  toUlprodnetion 
of  pig  iron  WM  used  in  making  steel.  The  crndble  prooeas  had  been  introduoed  cmlfy  a 
few  yeara  before  and  the  '*  cementation  '*  proceaa  waa  alow  and  espenaive.  Within  the 
nest  five  yean  both  Beaaemer  and  open-hearth  ateel  were  produced  on  *  oommeN&al 
■eale.  Yet  during  the  fiist  half  of  the  aeventiea  the  total  produetion  of  ated  waa  leaa  than 
one-tenth  aa  great  aa  that  of  puddled  iron  and  did  not  equal  it  until  the  middle  of  the 
eightiaa.  Since  that  time  the  production  of  iron  haa  barely  held  ita  own,  indeed  haa 
deettned  slightly;  while  the  output  of  ateel  haa  inoreaaed  ateadily  untO  now  it  ia  more 
than  fourteen  tunca  aa  great  aa  thai  of  finiahed  inm. 
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porary  loss  of  union  strength.  The  Homestead  strike  of 
1892  was  the  first  blow  to  the  union  from  which  it  did 
not  fully  recover.  Membership  dropped  to  20|075  in 
1892;  to  13,613  in  1893;  and  to  a  probably  overstated 
estimate  of  10,000  in  1894.  The  Homestead  strike 
almost  disrupted  the  union  in  its  steel  connections  and 
greatly  weakened  it  in  the  iron  mills. 

During  the  next  decade  the  union  steel  workers  hardly 
maintained  the  renmant  of  their  strength  left  them  at 
the  close  of  this  strike.  At  the  same  time  the  produc* 
tion  of  steel  was  increasing  very  rapidly.  In  its  relation 
to  the  steel  manufacturers  the  policy  of  the  union  was 
suicidal.  Frequent  changes  were  being  made  in  the 
technique  of  the  industry  and  with  each  improvement 
the  union  demanded  the  full  advantage  of  the  new 
machinery  and  tried  to  keep  the  ton  rate  of  wages  at  the 
same  level.  At  the  same  time  the  new  improvements 
made  possible  the  substitution  of  an  increasing  propor- 
tion of  unskilled  labor  for  skilled.  The  union  did  not 
organize  these  unskilled  men  and  hence  did  not  have 
their  active  support  in  labor  disputes.  Finally,  the 
union  limit  of  output,  established  at  a  time  when  the 
required  nmnber  of  heats  took  approximately  twelve 
hours,  was  rigidly  maintained  even  after  improvem^its 
in  machinery  permitted  a  shortening  of  the  day  to  ten 
hours.  The  union  was  unwilling  either  to  increase  the 
number  of  heats  to  make  a  full  twelve  hour  day  or  to 
decrease  its  number  to  make  an  eight  hour  day  and  thus 
permit  continuous  operation  of  the  mills. 

Throughout  the  decade  following  the  Homestead 
strike,  the  steel  manufacturers  temporized  with  the 
union,  granting  agreements  for  a  part  of  their  mills 
and  operating  others  as  non-union  or  open  shops.  In 
reality  this  was  a  mere  subterfuge  to  prevent  open 
conflict,  since  the  union  had  but  little  direct  influence 
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upon  wages  in  the  steel  industry.  When  consolidation 
became  the  order  of  the  day  in  the  steel  industry  in 
1900|  unionism  revived  for  a  time  and  the  membership 
of  the  Amalgamated  Association  rose  from  11,050  in 
1899  to  14,035  in  1900.  Thinking  that  the  difficulties 
which  the  consolidation  presented  to  the  employers  and 
the  appeal  to  the  investing  pubUc  for  the  sale  of  securi- 
ties would  handicap  the  employers  in  wage  bargain- 
ing, the  union  assumed  its  former  aggressiveness  and 
amended  its  constitution  in  1900  as  follows:  ''  Should 
one  mill  in  a  combine  or  trust  have  a  difficulty,  all  mills 
in  said  combine  or  trust  shall  cease  work  until  such 
grievance  is  settled." 

The  United  States  Steel  Corporation  accepted  this 
challenge  of  ^'  all  or  none,"  refused  to  grant  agreements 
for  all  its  mills,  and  a  strike  resulted,  llie  public  sup- 
port which  the  union  expected  did  not  materialize. 
Dissensions  developed  within  the  organization  and 
the  members  in  some  mills  refused  to  stay  on  strike. 
Furthermore,  the  predominance  of  non-union  mills  al- 
ready running  made  the  strike  of  comparatively  little 
consequence  to  the  Steel  Corporation.  Recognizing 
their  defeat,  the  union  proposed  arbitration.  This  was 
refused  by  the  Corporation.  A  little  later  the  union 
accepted  terms  proposed  by  the  Corporation  which 
were  much  less  advantageous  than  those  offered  at  the 
beginning  of  the  strike. 

As  a  result  of  this  strike  the  union  suffered  a  loss  in 
membership  from  15,198  in  1902  to  10,904  in  1904. 
From  1902  to  1908  inclusive,  the  United  States  Steel 
Corporation  continued  to  temporize  with  the  Amalga- 
mated Association,  and  by  granting  agreements  for 
mills  which  were  later  dismantled  or  kept  out  of  use  it 
succeeded  in  so  weakening  the  union  in  its  mills  that  in 
1908  only  fourteen  mills  of  the  Corporation  were  imion- 
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ized;  and  of  these  fourteen,  two  had  been  definitely 
abandoned.  In  1909,  in  order  to  make  the  labor  policy 
of  the  entire  Corporation  consistent, ''  open  shop  "  was 
declared  in  these  mills.  A  strike  followed  but  was  lost. 
The  entire  Steel  Corporation  has  since  been  non-union. 

II 

The  United  States  Steel  Corporation  has  never  been  a 
producer  of  puddled  iron.  In  tiiis  branch  of  the  industry 
the  Republic  Iron  and  Steel  Company  at  first  operated 
most  of  the  iron  mills  and  bai^ained  with  the  Amalga- 
mated Association  through  the  trade  agreement  system. 
Be^nning  as  a  producer  of  iron,  this  corporation  has 
gradually  dismantled  and  abandoned  its  iron  mills  until 
it  has  but  two  remaining.  These  two  mills  make  agree- 
ments with  the  Amalgamated  Association,  or  rather, 
they  accept  the  agreements  which  the  Association  makes 
with  the  Western  Bar  Iron  Association. 

As  the  Republic  Iron  and  Steel  Company  abandoned 
the  production  of  iron,  independent  mills  appeared  to 
carry  on  the  industry.  Until  1906  the  Amalgamated 
Association  had  made  its  yearly  agreements  with  the 
Republic,  and  other  union  mills  had  accepted  the  scale 
so  agreed  upon.  The  Republic  dealt  with  the  union  at 
this  time  through  the  company's  labor  conmiissioner,  a 
man  who  had  formerly  been  a  trustee  of  the  union.  This 
commissioner  has  acted  in  a  similar  capacity  for  the 
other  union  mills  since  1892.  By  1906  the  mills  outside 
of  the  Republic  controlled  the  manufacture  of  iron. 
Partly  because  of  the  necessity  for  dealing  coUectiyely 
with  labor  and  partly  because  of  their  mutual  interests 
in  meeting  the  increasing  competition  with  steel,  twelve 
of  these  independents  organized  the  Western  Bar  Iron 
Association  and  engaged  the  Republic's  former  labor 
commissioner  as  executive  secretary. 
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In  1906  the  new  association  made  an  agreement  with 
the  imion  which  was  practically  a  renewal  of  the  existing 
agreement.  These  agreements,  signed  each  year  since, 
always  represent  a  compromise  between  what  the  union 
asks  and  what  the  employers  are  at  first  willing  to  grant. 
In  addition  to  the  reasons  which  make  this  true  of  every 
trade  agreement,  special  reasons  apply  here.  The  scale 
is  in  two  parts  —  the  base  rate  and  the  footnotes. 
There  has  been  but  little  change  in  the  base  rates  during 
the  life  of  the  agreement  system.  Changes  in  the  foot- 
notes are  more  frequent.  Each  year  the  officials  of  the 
union  make  a  fight  over  the  wording  of  a  new  agree- 
ment, even  tho  few  changes  are  expected.  A  large 
number  of  footnotes  are  always  asked  for:  first,  in  the 
hope  that  a  few  will  be  accepted  by  the  employers  at 
their  face  value  or  that  some  may  pass  through  as 
''  jokers '';  and  second,  many  are  introduced  for  the 
purpose  of  display  and  prolonged  discussion,  even  tho 
the  union  officials  have  no  expectation  of  their  accept- 
ance. The  members  of  the  union  at  least  are  in  this  way 
impressed  with  the  importance  of  their  organization. 

The  agreement  is  in  force  for  one  year,  from  July  1  to 
June  30.  The  employers  would  prefer  a  long-term 
agreement  —  three  to  five  years  —  since  in  the  history 
of  the  agreement  system  there  have  been  no  long  periods 
of  decreasing  wages  and  since  they  feel  that  more 
settled  conditions  would  obtain  under  a  long-term 
agreement.  The  union  officials  pref^  a  one  year 
agreement  as  the  only  practicable  means  of  holding  the 
union  intact. 

At  the  time  of  the  formation  of  the  Western  Bar  Iron 
Association,  the  agreements  provided  a  plan  of  arbitra- 
tion in  case  conciliation  failed  at  any  time.  But  both 
employers  and  union  feared  to  put  the  plan  to  a  test  and 
in  1909  it  was  abandoned.    The  agreements  since  that 
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time  have  provided  that  there  shall  be  no  oessationB  of 
work  until  after  an  investigation  of  grievances  shall 
have  been  made.  All  grievances  are  settled  by  the 
secretary  of  the  Western  Bar  Iron  Association  and  the 
union  officials. 

It  is  understood  that  a  wag^  conference  will  be  called 
by  July  1  of  each  year.  In  the  event  of  failure  to  reach 
an  agreement,  the  existing  agreement  continues  in  force 
for  one  month  while  the  conference  committee  continues 
deliberations.  A  longer  period  than  one  month  is  pro- 
vided if  both  parties  consent.  Previous  to  July  1,  the 
union  has  its  annual  meeting  and  draws  up  a  tentative 
scale  for  the  guidance  of  its  conference  representatives. 
The  representatives,  however,  are  not  bound  by  this 
tentative  scale.  These  are  twenty  in  number,  five 
chosen  by  the  president  of  the  union,  from  each  of  the 
four  trades  in  the  industry — boiling,  finishing,  sheet 
making,  and  tin  making.  The  employers  are  repre- 
sented by  the  secretary  of  the  Western  Bar  Iron 
Association  and  a  committee  composed  usually  of  one 
representative  from  each  mill  in  the  Association. 

A  few  outsiders,  both  in  the  eastern  field  and  in 
isolated  districts,  sign  the  scale  adopted  by  the  Western 
Bar  Iron  Association.  Other  outsiders  operate  non- 
union mills  and  littie  effort  has  been  made  recently  to 
unionize  them.  In  the  East  the  conditions  of  produc- 
tion are  such  that  less  skill  is  required  than  in  the  West. 
Wages  are  correspondingly  lower  in  the  eastern  mills. 
Preferential  shop  is  the  rule  where  the  scale  is  in  opera- 
tion, altho  even  this  is  not  guaranteed  in  the  agreement. 

The  footnotes  provide  for  direct  limitation  upon  out- 
put, both  as  to  the  size  of  the  heat  and  the  number  of 
heats.  The  number  of  heats  per  turn  determines  the 
length  of  the  working  day,  which  is  usually  ten  to  eleven 
hours.     In  addition,  the  footnotes  fix  the  prices  of 
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**  extras,'^  detennine  minor  issues  such  as  shields  on 
furnaces,  top  buggies,  repairs,  payment  for  lost  time  and 
for  spoiled  materiaLs.  The  footnotes  also  prescribe  the 
number  of  helpers  in  some  branches  of  the  industry  and 
the  source  of  their  wages;  the  number  of  rollers  to  be 
employed  in  each  mill;  the  proportion  of  helpers'  wages 
to  those  of  skilled  men,  and  so  on. 

In  a  sense,  the  men  covered  by  the  agreement  include 
the  foremen.  For  example,  the  muck  roller  is  a  sort  of 
contractor  and  hires  his  night  roller  and  all  helpers. 
This  is  true  also  in  oth^  branches  of  the  industry. 

There  is  no  regular  system  of  apprenticeship  in  the 
iron  industry.  The  industry  is  scarcely  maint^aining  its 
annual  production  in  competition  with  steel  and  hence 
does  not  require  an  increasing  supply  of  skilled  men. 
When  a  man  drops  out  of  a  skilled  job  a  series  of  pro- 
motions follows  until  the  man  at  the  bottom  moves 
from  his  unskilled  work  into  a  semi-skilled  job.  As 
will  be  shown  later,  the  union  gives  attention  to  him 
for  the  first  time  when  this  promotion  is  granted  him. 
The  mill  superintendent  usually  controls  promotions, 
tho  he  sometimes  consults  with  or  receives  suggestions 
from  the  union  men. 


Ill 

In  the  face  of  complete  non-imionism  in  the  steel 
industry  and  even  in  the  iron  mills  in  the  East,  the 
Amalgamated  Association,  nevertheless,  is  able  to  main- 
tain its  agreements  with  the  Western  Bar  Iron  Associa- 
tion for  very  definite  reasons.  While  the  technique  of 
steel  production  has  experienced  revolutionary  changes 
and  is  still  undergoing  such  changes,  all  of  which  make 
possible  the  use  of  unskilled  and  recently  arrived  immi- 
grants, the  iron  industry  has  experienced  practically  no 
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change  in  technique  in  forty  years;  because^  it  is  said, 
no  inventions  have  as  yet  been  found  practicable  to  do 
for  iron  what  has  be^i  done  for  steel  in  making  the  latt» 
primarily  a  machine  product.  Hence* practically  the 
same  proportion  of  skilled  men  is  present  in  the  iron 
industry  as  was  required  two  generations  ago.  Further- 
morC;  there  is  an  absence  of  concentration  of  capital  in. 
the  iron  industry  and  only  one  corporation  in  the  Wes- 
tern Bar  Iron  Association  operates  more  than  one  mill. 
Finally,  only  a  relatively  small  part  of  the  employees  in 
the  industry  are  protected  by  agreements,  and  these  few 
are  the  most  indispensable  men  in  the  industry.  English 
speaking  men  still  hold  the  skilled  jobs.  Not  over 
25  per  cent  of  the  total  force  in  the  union  miUs  are  mem- 
bers of  the  Amalgamated  Association  and  not  over  35 
per  cent  are  covered  by  the  agreements.  While  others 
have  been  eligible  to  membership  since  1889,  theoreti- 
cally at  least,  they  have  been  practically  excluded. 
Attempts  to  unionize  the  65  per  cent  not  covered  by  the 
agreements  into  separate  oif;anizations  have  usually 
been  frowned  upon  by  officials  of  the  Amalgamated 
Association,  so  that  the  union  has  in  reality  been  a  great 
aid  to  the  employers  in  keeping  down  the  radical 
element  in  the  industry. 

In  addition  to  the  ever-present  minority  of  such  radi- 
cals, there  have  been  four  distinct  organized  movements 
to  democratize  the  Amalgamated  Association  within 
recent  years,  all  of  which  have  been  defeated  by  a  com- 
bination of  the  conservatives  in  the  union  and  their 
employers.  In  1907  some  of  the  puddlers  withdrew 
from  the  union  and  formed  a  separate  organization 
which  they  called  the  Sons  of  Vulcan.  They  claimed 
that  they  were  not  receiving  sufficient  attention  from 
the  more  highly  skilled  members  of  the  union.  For  a 
time  they  were  unable  to  gain  sufficient  strength  to 
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force  recognition  from  their  employers,  but  they  finally 
secured  a  mmibOT  of  flat-rate  agreements  to  supplant 
the  sliding  scale  of  the  Amalgamated  Association.  As 
soon  as  prices  fell  so  that  the  sliding  scale  of  the  older 
union  was  more  advantageous  to  the  employers,  a  com- 
bination of  employers  and  the  older  imion  was  effected 
by  which  the  Sons  of  Vulcan  was  disrupted  in  one  mill 
after  another.  Since  then  many  of  the  members  of  the 
disrupted  union  have  returned  to  the  Amalgamated 
Association. 

In  1908  the  president  of  the  union  listened  to  the 
wishes  of  the  growing  minority  and  announced  a ''  New 
Policy/'  involving  a  more  democratic  organization  of 
the  men  in  the  mills.  This  too  was  defeated  by  the  con- 
servative members  of  the  union.  The  new  policy  in- 
volved the  substitution  of  mill  scales  for  the  existing 
general  scale.    This  may  have  helped  to  defeat  it. 

During  the  convention  year  from  June,  1012  to  June, 
1013,  two  insurgent  movements  among  the  wage  earners 
in  the  iron  industry  took  definite  form.  One,  styled  the 
Progressive  Movement  of  the  Amalgamated  Associa- 
tion of  Iron,  Steel  and  Tin  Workers,  was  an  attempt  to 
place  the  control  of  the  Association  in  the  hands  of  the 
then  democratic  minority  and  to  reorganize  it  as  an 
industrial  union.  It  was  avowedly  a  movement  within 
the  parent  organization  and  not  a  secession  from  it. 
Its  declaration  of  principles  was  significant,  and  the 
essential  passages  are  given  below.^ 

^  FiiBt,  We  believe  in  industrial  unionism: 

(a)  Because  the  manufaetureis  of  iron  snd  steel  from  mine  to  finished  product  sre 
orgsnised  industrially  to  ficht  organised  labor. 

(d)  Because  our  present  form  of  organisation  as  a  craft  of  sldUed  wooers  cannot 
meet  the  present  industrial  concentration  and  fight  to  win.  .  .  . 

Second,  We  believe  in  the  initiative  and  referendum  and  the  right  of  recall: 

(a)  Because  our  present  undemocratie  form  of  organisation  centralises  too  much 
power  and  responsifcdlity  in  the  hands  of  a  few,  which  permits  that  few  to  become 
absolute  dictators. 

(Jb)  Because  when  the  responsibility  of  control  and  mansgesnent  of  the  internal 
affairs  of  the  orgamsation  are  placed  in  the  hands  of  all  the  members  that  i 
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Fearing  to  test  the  strength  of  this  Progressive  Move- 
ment in  the  convention  of  1913,  the  national  officials 
took  advantage  of  a  technicality  in  an  amendm^it  to 
the  constitution  and  declared  that  the  usual  annual 
election  would  not  be  held  but  that  the  existing  officials 
would  hold  office  for  another  year.  By  the  following 
year  the  zeal  of  the  Progresaves  was  considerably 
chilled.  This  insurgent  minority  still  exists  and  has 
forced  some  concessions  from  the  conservatives,  such  as 
the  election  of  officers  by  referendum  vote;  but  it  has 
not  yet  succeeded  in  miJdng  an  industrial  union  of  the 
Amalgamated  Association. 

The  second  insurgent  movement,  contemporaneous 
with  the  one  above  described,  took  the  form  of  a  seces- 
sion from  the  Amalgamated  Association.  Altho  origi- 
nating in  the  sheet  and  tin  industry,  its  founders 
expected  to  extend  it  to  every  branch  of  the  iron  and 
steel  industry.  The  manifesto  of  this  organization  is  also 
significant.^  After  an  analysis  of  the  relation  of  employe 

bility  will  reflect  itedf  in  better  mademtanding  and  in  the  diffusion  of  knowledge  and 
edvcation.  .  .  . 

Third,  We  believe  that  the  orsuQiaation  ahouM  make  ebangea  in  the  national  oflkaal 
force,  not  because  of  penonal  or  individual  animosity,  but  because  such  changes  are 
imperatively  needed: 

(a)  Because  the  present  national  officers  have  nothing  to  offer  to  meet  the  sitnatioB 
that  confronts  the  organisation. 

(b)  Because  the  present  offidsls  have  opposed  and  hindered  all  progresrive  changes 
and  measures,  and  have  not  advanced  any  new  ideas  or  policies  to  meet  the  situation. 

(e)  Because  the  present  national  offidsls  have  failed  absolotdy  to  xetsin  the  eon- 
fklence  and  approval  of  the  rank  and  file  of  the  membership,  and  the  men  who  work  in 
the  open  shops  and  the  non-union  mills. 

Sixth,  We  sre  opposed  to  the  dual  organisations  known  ss  the  Industrial  Wockeis  of 
the  World  and  the  Sons  of  Vulcan: 

(a)  Because  in  the  esse  of  the  former,  we  believe  that  the  Amalgamated  Association 
principles  and  polioies  can  be  changed  within  the  organisation  to  conform  to  the  basio 
prindples  of  the  I.  W.  W.,  which  is  industrial  and  Haws  solidarity,  and  that  is  what  the 
Progressives  in  the  Amalgamated  AsMMsation  are  urging  and  agitating  for. 

(6)  Because  the  Sons  of  Vulcsn  form  of  organisation  is  obsolete,  and  its  only  strength 
is  derived  through  the  Amalgamated  Association,  and  because  such  dual  organisations 
are  used  ss  a  club  to  break  the  strongest  organisation  by  the  manufacturers.  .  .  . 

>  It  reada  in  part  as  follows: 
To  the  workers  of  the  iron  and  steel  industry: 

We,  the  workers  of  the  sheet  and  tin  industries  of  Niks,  OUo,  have  pulled  away 
from  the  Amalgamated  AsMMiation  of  Iron,  Steel  and  Tin  Worfcen,  and  have  formed  a 
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and  employee  under  the  existing  economic  ssrstem,  it 
declares  for  direct  action  as  the  means  of  securing  justice 
to  all  men  employed  in  the  industry.  The  new  organiza- 
tion,  suiting  its  actions  to  its  words,  actually  began  a 
campaign  of  direct  action  by  walking  out  of  three  mills 
atNiles.  Through  the  codperation  of  the  Amalgamated 
Association,  the  employers  were  able  to  start  their 
mills  again  and  to  break  up,  for  the  time  at  least,  the 
Industrial  Iron  and  Steel  Workers  of  America. 

The  fear  of  the  recurrence  of  such  movements  as  this 
organueation  started,  and  as  the  Progressive  Movement 
above  described  had  planned,  is  a  continuing  source  of 
strength  to  the  conservatives  in  the  Amalgamated  Asso- 
ciation. Some  employers  frankly  admit  that  they 
consider  an  agreement  with  the  Amalgamated  Associa- 
tion, covering  a  relatively  small  percentage  of  their  em- 
ployees and  these  the  most  indispensable,  as  a  sort  of 
insurance  against  a  more  democratic  union  which  might 
force  terms  for  all  men  in  the  mills. 

In  addition  to  this  negative  influence  of  the  Amalga- 
mated Association,  its  conservative  policy  makes  a 
positive  appeal  to  the  employers  in  the  bar  iron  indus- 
try. The  supply  of  highly  skilled  men  in  the  industry  is 
relatively  small  and  it  is  advantageous  to  keep  this 
supply  in  a  mood  to  be  satisfied  with  the  conditions  of 
work.  This  is  especially  true  since  in  practice  the 
agreements  are  very  flexible.    For  example,  in  a  dull 

new  organiMtion,  known  as  the  Industiial  Iron  and  Stoel  Workers  of  America,  oont- 
poaed  pcmetieaUy  d  tSk  workmen  working  in  or  about  aaid  indmtrif.  with  one  ainile 
«soeption  ~  thai  ia  the  rollen. 

The  object  of  reaortinc  to  sach  atiingant  meaauies  (that  ia,  denying  the  rollei* 
artmJMion  into  our  movement)  iaalmplsrbecauae  our  past  and  pitaent  eaperience  (whieh 
ia  the  groundwork  of  all  knowledge)  baa  revealed  thia  truth,  that  the  majority  of  them 
are  devoid  of  principle;  further  reaaona  for  taking  thia  atand  against  the  rollen  are, 
beeauae  the  position  their  sdfirit  desires  liave  placed  them  in  pijssfiiuii  of,  baa  made 
oowarda,  traitora,  and  even  atiike-breakers  of  them,  and  by  their  attitude  and  diaposi- 
tlon,  which  haa  been  made  manlfeat.  It  ia  a  dear  revelation  that  they  are  (with  no  gne^ 
tion  for  doubt)  devoid  of  the  true  moral  courage  deemed  neoeaaaiy  to  cooperate  with  a 
movement  which  tenda  to  remove  the  burdena  of  oppiesrion. 
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season,  when  work  is  scarce  and  laborers  are  plentiful, 
the  union  is  not  too  insistent  upon  the  enf oroaui^it  of 
all  footnotes.  This  amounts  in  some  cases  to  the  equiva- 
lent of  wage  reductions  for  such  seasons,  even  bdow 
what  the  agreement  provides  for  specifically. 

Finally,  the  secretary  of  the  Western  Bar  Iron  Asso- 
ciation undoubtedly  plays  a  large  part  in  the  continu- 
ance of  the  agreement  system  in  the  iron  industry. 
Having  been  at  one  time  a  national  trustee  of  the 
Amalgamated  Association,  he  knows  the  union  as  well 
as  the  association  which  employs  him.  He  acts  as  a 
sort  of  buffer  between  the  opposing  interests.  He  is 
trusted  by  both  union  men  and  employers,  and  hence  is 
able  to  take  a  more  or  less  neutral  stand  between  the 
radicals  of  both  parties.  In  short,  when  disputes  arise, 
he  acts  more  as  judge  than  as  attorney  for  ^ther  the 
plaintiff  or  the  defendent. 

IV 

In  the  sheet  and  tin  plate  industry  the  Amalgamated 
Association  is  tolerated  by  some  of  the  independ^t 
mills,  but  it  has  ceased  to  be  an  active  factor  in  wage 
bargaining.    In  the  first  place,  the  American  Sheet  and 
Tin  Plate  Company,  by  producing  approximately  40 
per  cent  of  the  total  output  of  sheet  and  60  per  cent  of 
the  output  of  tin  plate,  controls  wages  in  the  industry. 
In  the  second  place,  but  22  per  cent  of  the  sheet  mills 
and  11  per  cent  of  the  tin  plate  mills  are  unionised. 
Then  too,  the  manufacture  of  tin  plates  is  a  tariff  fos- 
tered industry  and  wages  are  affected  by  changes  in  the 
tariff.   In  fact,  the  relation  between  union  wages  on  the 
one  hand,  and  the  tariff  and  the  American  Sheet  and  Tin 
Plate  Company's  wages  on  the  other,  is  so  close  that 
altho  wage  scales  are  signed  for  one  year  in  the  union 
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sheet  and  tin  plate  mills,  it  is  understood  that  if  the 
American  should  cut  its  wages  or  if  an  unfavorable 
change  is  made  in  the  tariff,  a  new  wage  conference  may 
be  demanded  within  the  year. 

Hence,  in  general,  American  Sheet  and  Tin  Plate 
wages  determine  union  wages  in  the  independent 
unionized  mills.  The  American  tolerates  no  footnotes 
but  its  base  rate  is  correspondingly  higher  than  the  base 
rate  in  the  union  scale.  Non-union  independent  mills 
pay  a  little  less  than  the  American  and  the  union  mills, 
but  as  a  rule  they  do  a  lower  grade  of  work  and  use 
less  skilled  men.  Many  of  the  unionised  independent 
mills  are  specialty  mills  and  are  willing  to  deal  with 
the  Amalgamated  Association  in  order  to  secure  the 
services  of  the  more  highly  skilled  men  represented 
in  the  Association. 

The  policy  of  the  union  in  dealing  with  the  sheet 
and  tin  plate  manufacturers  is  essentially  the  same  as 
that  outiined  in  the  discussion  of  the  agreements  with 
the  Western  Bar  Iron  Association.  The  sheet  and  tin 
plate  manufacturers  secure  the  same  protection  against 
the  formation  of  an  industrial  imion  and  the  same 
assurance  of  the  continued  good  will  of  their  highly 
skilled  workmen. 

Unlike  the  bar  iron  industry,  the  sheet  and  tin  plate 
industry  has  no  definite  association  of  manufacturers 
organized  for  the  purpose  of  dealing  collectively  with 
labor.  An  organization  known  as  the  Association  of 
Sheet  and  Tin  Plate  Manufacturers,  representing  one 
hundred  and  seventy-four  sheet  mills  and  seventeen  tin 
plate  mills,  gives  attention  to  such  matters  as  credits, 
spelter  prices,  and  trade  conditions,  but  it  does  not  deal 
with  labor  directly.  Some  of  its  members  operate  union 
mills,  while  others  do  not  deal  with  the  union.  Manu- 
facturers having  ninety-eight  sheet  mills  and  fifty  tin 
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plate  milk  send  representativeB  to  deal  with  the  union 
each  year.  But  the  agreements  which  the  conferencee 
frame  are  binding  only  upon  those  manufacturers  who 
sign  the  scale  as  individuals. 


The  future  of  the  Amalgamated  Association  of  Iron, 
Steely  and  Tin  Workers  is  hard  to  foresee.  Many  of  the 
highly  skilled  men,  even  in  the  union  mills  and  working 
under  the  protection  of  trade  agreements,  are  indifferent 
toward  the  organization  and  refuse  to  keep  up  their 
membership.  Some  interest  is  maintained  by  the  union 
officials  by  a  pretense  at  struggle  and  victory  in  making 
agreements,  when  no  real  contest  with  employers  exists. 

But  it  does  not  appear  that  the  union  is  able  to  control 
the  recruits  to  its  trades.  The  men  who  now  perform 
the  unskilled  labor  in  these  industries,  and  from  whom 
the  futiu^  skilled  men  must  be  selected,  are  largely 
southern  Europeans,  whose  allegiance  to  craft  union 
principles  has  not  yet  been  generally  demonstrated. 
At  present  these  workers  are  entirely  ignored  by  the 
skiUed  members  of  the  union.  The  Ammcan  Federa- 
tion of  Labor  has  organized  a  few  of  these  unskilled  men 
into  locals  affiliated  directly  with  the  Federation.  No 
general  organization  even  along  these  lines  has  been 
attempted.  The  officials  of  the  Amalgamated  Assodar 
tion  are  inclined  to  favor  the  organization  of  the  un- 
skilled workers  according  to  the  plans  laid  down  by  the 
A.  F.  of  L.;  but  they  are  unwilling  to  conmiit  tiiem- 
selves  to  the  policy  of  taking  over  these  locals  later  and 
making  them  a  part  of  the  Amalgamated  Association. 

In  the  non-union  shops  and  in  the  mills  of  the  Ameri- 
can Sheet  and  Tin  Plate  Company,  southern  Europeans 
are  rapidly  displacing  the  American  bom  and  the  repre- 


Digitized  by  VjOOQIC 


TRADE  UNIONISM  IN  THE  IRON  INDUSTRY      689 

sentatives  of  the  older  immigration  in  the  semi-skilled 
and  even  in  the  skilled  branches  of  the  industry.  A 
shift  of  such  men  from  non-union  mills  to  those  that  are 
now  unionized  would  be  an  easy  task.  The  same  con- 
ditions exist  in  the  bar  iron  mills,  tho  p^haps  in  a 
somewhat  lesser  degree  than  in  the  sheet  and  tin  plate 
mills. 

In  other  words,  it  is  not  quite  clear  how  the  Amalga- 
mated Association  can  retain  even  its  present  limited 
strength  for  another  generation.  And  to  become  a  real 
force  in  the  industry,  very  radical  changes  are  imperar 
tive.  The  conservatives  now  in  control  of  the  union  are 
trying  to  maintain  a  form  of  organization  which  is  obso- 
lete. In  an  industry  where  the  employers  set  the  stand- 
ards for  effectiveness  of  the  forces  of  organized  capital, 
labor  cannot  hope  to  safeguard  its  interests  by  the  weak 
protests  of  old-line  craft  xmionism.  As  already  indicated, 
the  Amalgamated  Association  has  ceased  to  be  an 
effective  factor  in  wage  bargaining  in  the  iron  and  steel 
industry.  Instead,  its  existence  in  its  present  form  bars 
the  way  to  the  creation  of  a  stronger  and  more  inclu- 
sive industrial  union. 

H.   E.   HOAOLAND. 
Univbrsitt  of  Ilunoib. 
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SUMMARY 
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Much  as  has  been  written  on  "  di£ferences  of  wages  " 
and  their  relation  to  intelligence  and  ability,  the  discus- 
sion of  the  subject  by  economists  has  been  far  froin 
satisfactory.  The  early  writers,  beginning  with  Adam 
Smith,  were  not  disposed  to  give  much  weight  to  general 
intelligence.  Later  writers,  notably  J.  S.  Mill,  gradu- 
ally recognized  general  intelligence  to  be  important  in 
affecting  the  productiveness  of  labor.  Others  of  still 
later  date,  such  as  F.  A.  Walker,  suggested  that  general 
intelligence  might  affect  either  the  general  level  of 
wages  or  differences  in  wages;  and,  finally,  some  recent 
writers  find  a  tendency  for  wages  to  be  adjusted,  other 
things  equal,  to  differences  of  efficiency,  ability,  or 
intelligence.*  In  all  of  this  discussion  the  chief  diffi- 
culties have  been  the  lack  of  a  clear  definition  of 
ability  or  intelligence,  and  the  absence  of  a  method 
of  measurement  independent  of  wages  or  success. 

The  unsatisfactory  character  of  the  opinions  of  the 
early  writers  is  due  in  part  to  their  vague  conception 

>  The  writer  takfls  plMsure  in  aeknoiN^edsinc  U«  indebtednflM  to  Mr.  Donald  G. 
Pfttnaon  of  the  Univerdty  of  Kaamtm  for  vmlunble  waggmtiotm  and  entiemamtaptmXty 
on  the  payeholosieal  ejects  of  this  pi^er. 

>  Cf .  H.  L.  Moore,  Laws  of  Wacea,  chap.  4,  and  a  eritieiam  by  the  preaent  writer, 
in  thia  Journal,  vol.  zzri,  p.  787. 
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of  the  relation  of  heredity  and  environment  to  ability. 
Proximately  it  may  be  true  that  skill  and  training  are 
the  important  factors  in  determining  wages;  but  skill 
and  training  may  presuppose  general  intelligenoe.  Even 
Mill  believed  Hiat  intelligence  could  be  diffused  by 
education.  A  clear  concept  of  intelligence  in  the  modem 
view  is  found  for  the  first  time  in  Walker;  but  he 
also  believed  that  intelligence  could  be  gradually  de- 
veloped in  a  conmiunity  as  a  result  of  long  continued 
popular  education.  Taussig  points  specifically  to  the 
question  of  the  origin  of  general  intelligence:  ''  it  is  not 
possessed  by  savages;  it  is  a  slowly  acquired  quality  of 
civilized  man."  ^  Early  writers  were  perhaps  misled  by 
inferring  from  the  development  of  intelligence  with  age 
the  supposed  corollary  that  it  was  developed  by  educa- 
tion. We  are  less  concerned  in  this  paper,  however,  with 
the  correctness  of  theories  of  its  origin  and  causation 
than  with  the  clear  definition  and  measurement  of 
intelligence. 

The  problem  of  the  measurement  of  intelligence  arose 
as  a  problem  of  educational  psychology.  How  could  the 
work  of  the  teacher  be  properly  measured  ?  Were  there 
differences  in  the  abilities  of  diildren  or  were  all  differ- 
ences due  to  differences  in  environment,  training,  and 
experience  ?  The  study  of  the  feeble-minded  gave  a 
clue  as  to  the  importance  of  heredity  in  determining 
mental  endowment.  The  problem  of  the  measiu^ement 
of  intelligence  attracted  the  attention  of  Binet,  a  French 
pfifycholc^pbst;  he  was  commissioned  in  1903  by  the 
French  government  to  select  the  backward  children  for 
special  instruction.  He  found  he  had  to  work  out  a 
series  of  mental  tests  to  determine  what  children  were 
backward.  Various  measures  had  been  devised  to  test 
this  or  that  special  mental  characteristic  or  specific 

>  Principles,  vol.  i,  p.  101. 
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capacity.  By  an  average  of  a  series  of  tests,  Binet  sug« 
gested,  a  measure  of  general  intelligence  could  be  de- 
veloped. The  problem  then  was  to  determine  what  the 
child  ought  to  be  able  to  do  at  the  various  ages.  This 
difficulty  was  surmounted  by  giving  the  tests  selected 
to  large  numbers  of  children  of  each  age,  and  finding 
from  the  experience  of  a  large  number  of  cases  what  the 
average  child  of  each  age  could  perform.  If  then  a  child 
of  ten  was  eicamined  and  found  to  be  able  to  perform 
only  as  much  as  an  average  child  of  six,  he  was  termed 
feeble-minded,  or  intellectually  deficient. 

Some  modifications  have  been  found  to  be  necessary 
in  the  Binet  tests.  The  Stanford  revision  made  changes 
in  procedure  that  resulted  in  correction  of  mental  age  of 
very  young  children  and  of  children  over  ten.  Both  of 
these,  the  Binet  tests  and  the  Stanford  revision,  rate  by 
mental  age.  Lately  other  methods  of  rating  have  been 
suggested.  Terman  suggests  the  use  of  intelligence 
quotients:  the  index  computed  compares  a  given  in- 
dividual with  the  median  performance  of  a  person  of  the 
same  age.  A  score  of  100  for  a  child  of  nine  means  that 
the  child  does  as  well  as  the  median  for  that  age;  a 
score  of  120  means  that  the  child's  score  is  20  per  cent 
above  that  made  by  the  median  child.^  The  Yerkes' 
point  scale  finds  a  single  number  representing  the  child's 
score;  it  can  be  compared  to  scores  made  by  large  num- 
bers of  other  children  of  the  same  or  different  ages.' 
Another  modification  suggested  by  Pintner  and  Pater- 
son  is  to  rate  children  in  terms  of  the  distributions  of 
children  of  the  same  age.  A  child  of  nine  is  rated  for 
example  as  among  the  lowest  3  per  cent  or  as  a  ^'  twenty- 
five  percentile  "  of  the  children  of  that  age.'    These 

>  Terman,  L.  M.,  The  Measurement  of  Intelligence  (1916). 

>  Yerkea.  R.  M..  Bridges.  J.  W.  and  Hardwiok.  R.  A  Point  Soale  for  MeaMiring 
Mental  AbUity  (1915). 

*  Pintner,  R.  and  Pateison,  O.  Q.  "A  Fiyoltologieal  Basis  for  the  Diagnosis  of 
Feeble-mindedness,"  Journal  of  Criminology,  vol.  vii,  pp.  32-^  (May,  1916). 
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tests  have  been  applied  also  to  adults.  Adults  with  a 
mental  age  of  ten  years  or  less  are  termed  feeble- 
minded.^ Unemployed  men  have  been  tested;  lately 
attempts  have  been  made  to  secure  standards  for  col- 
lege men,  for  University  instructors,  for  children  of  the 
white,  Negro  and  Indian  races,  and  for  children  of 
different  social  status. 

These  tests  of  intelligence  are  not  the  same  as  in- 
formational tests.  The  latter  are  based  on  school  sub- 
jects and  are  designed  to  test  the  amount  of  school 
knowledge  the  child  has  acquired.  Some  of  the  more 
widely  used  educational  tests  are  the  Courtis  arithmetic 
test,  the  Trabue  language  scales,  the  Harvard-Newton 
composition  scale,  and  the  Ayres'  writing  and  speUing 
scales.  They  may  throw  light  on  the  quality  of  the 
teaching  and  the  value  of  the  pedagogical  methods  used. 
A  student  in  the  eighth  grade  may  be  able  to  answer 
questions  based  on  American  history  that  he  has  just 
completed.  But  a  boy  who  has  had  no  schooling  what- 
ever may  be  shown  to  have  equal  mental  ability  in  an 
intelligence  test.  The  literacy  test  for  inunigrants  is  prop- 
erly speaking  not  a  test  of  mental  ability  or  capacity 
but  merely  of  educational  opportunity.  In  general  it  re- 
quires a  certain  level  of  intdligence  to  pass  satisfactorily 
the  eighth  grade  of  school  or  to  graduate  from  the  high 
school*  Evidence  of  school  accomplishment  may  there- 
fore be  used  as  evidence  of  a  corresponding  minimum 
degree  of  intelligence  —  except  in  so  far  as  backward 
children  are  promoted  beyond  their  deserts;  but  the 
fact  that  a  person  has  dropped  out  of  school,  tho  fre- 
quently due  to  mental  deficiency,  is  not  proof  of  it. 

1  The  delixnitotion  of  the  term  "  f eeUe-minded  **  is  still  s  oontrcnrenisl  matter. 
OUlilsnd  giTes  s  good  summsry  of  the  vsrious  methods  oi  disgnosis,  with  bibliogniphy. 
QiOilsiKl,  A.  R..  '*  The  Discnosis  of  Feeble-Mindednees."  Joamsl  of  Deiinqiieney.  toL  ii, 
pp.  22-25  (JsnoAiy.  1017). 

•  Termsn,  L.  M.,  The  Measaiement  of  Intelligence,  pp.  08. 04. 
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These  tests  are  fairly  reliable.  Ratings  of  children 
examined  by  different  trained  workers  do  not  vary  to 
any  considerable  extent.^  Three  hundred  and  fifty-two 
feeble-minded  children  tested  three  times  at  intervals 
of  a  year  show  practically  no  variation  in  mental  age. 
Normal  children  tested  at  different  times,  464  tested  by 
Goddard  and  83  by  Bobertag,  show  nearly  the  same 
relative  rank,  tho  all  show  progress  in  mental  develop- 
ment.* Criticisms  of  some  of  the  tests  have  been  made 
that  they  show  the  influence  of  environmental  factors 
rather  than  native  intelligence.  The  tests  criticircd 
have  been  eliminated  in  the  newer  methods  of  measur- 
ing intelligence.  For  present  purposes  the  intelligence 
tests  may  be  accepted  as  accurate  measures  of  native 
endowment.* 

The  tests  thus  developed  by  the  psychologists  may  be 
used  to  measure  differences  of  general  intelligence 
among  wage-earners  and  individuals  of  all  social  classes. 
We  have  for  the  first  time  a  measure  of  ability  that 
is  independent  of  reward.  By  correlating  wages  with 
intelligence,  we  shall  be  able  to  test  the  theory  that 
wages  are  paid  in  proportion  to  intelligence.  Further, 
and  perhaps  of  greater  significance,  we  shall  be  able  to 
investigate  the  working  of  our  present  industrial  system. 
Does  our  industrial  order  succeed  in  selecting  the  best 
fitted  and  ablest  to  fill  its  most  responsible  positions,  or 
is  its  method  an  arbitrary  and  haphazard  empiridsm  ? 
The  use  of  intelligence  tests  to  find  correlations  with 
wages,  imemployment,  choice  of  occupation,  accidents, 
and  many  other  factors  offers  great  possibilities  for 
drawing  definite,  significant,  and  practical  economic 
conclusions. 

>  Koha,  S.  C.  "The  Binet  Tott  and  the  Training  of  Teachers,'*  in  the  Traininc 
School  Bulletin,  pp.  118-17  (1014). 

I  Terman,  L.  M.,  The  Measurement  of  Intelligenoe,  pp.  112-lS.    Cf.  ehap.  7. 
•  Bee  infra,  p.  e9»-701. 
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A  few  studies  of  the  relation  between  intelligence  and 
earnings  have  been  made  already.  Tests  to  determine 
general  intelligence  were  applied  recently  to  thirty  ap- 
plicants for  positions  of  policeman  and  fireman  in  Los 
Angeles.^  The  tests  were  in  charge  of  Professor  Terman. 
In  the  investigation  the  facts  as  to  salary  received  just 
prior  to  the  examination  were  secured  and  correlated 
with  the  intelligence  quotient  obtained.  A  fairly 
high  correlation,  r  »  +.61  (db.078)  was  found  between 
wages  received  and  mental  age.  This  correlation  was 
higher  than  for  any  other  factors  correlated,  being  much 
higher,  for  example,  than  for  spelling,  handwriting, 
arithmetical  reasoning.  One  of  the  applicants  was 
found  to  be  feeble-minded :  he  had  been  given  a  position 
on  the  force  as  an  ''extra"  under  the  old  political 
regime.  Three  others  who  had  been  appointed  as 
"extras"  were  rejected  without  further  considera* 
tion,  having  intelligence  quotients  that  indicated  ''  in- 
tdlectual  feebleness  I"  None  of  the  applicants  had 
completed  a  high  school  education.  The  investigator 
mentions  the  fact  that  Califomia  teachers  would  reach 
in  general  a  much  higher  level  of  intelligence  than  the 
successful  candidates  for  the  position  of  fireman,  tho  the 
average  wage  would  probably  be  much  lower.  A  com- 
parison of  intelligence  quotients  with  the  impression 
gained  by  general  appearance,  etc.,  showed  that  one 
Irishnoan  was  rated  much  higher  on  appearance  and 
social  affability  than  his  intelligence  warranted. 

Dr.  Helen  T.  Woolley,  Director  of  the  Cincinnati 
Vocation  Bureau,  has  made  extensive  tests  on  working 
children.  Mental  tests  of  children  who  left  school  and 
conunenced  work  indicated  that  they  were  mentally 
inferior  to  those  who  continued  in  school.     Among 

t  Termaii.  L.  M.,  "A  Triml  of  Mental  And  Pedagofioal  Tests  in  s  CLyii  QerrUm 
Ejouninstion  for  Polioemen  and  Flremsn,"  JounuJ  of  Applied  Vsyebologj,  vol.  i,  pp. 
1^27  (1017). 
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children  who  left  school  after  the  fifth,  sixth,  and 
seventh  grades,  no  di£Ferences  were  found  in  wages  re- 
ceived corresponding  to  presumed  differences  in  men- 
tal ability;  but  investigation  did  prove  that  those  who 
dropped  out  earlier  and  who  showed  a  lower  mental 
capacity  on  being  tested,  found  difficulty  in  keeping 
their  positions.  The  less  intelligent  formed  a  shiftbig 
class  of  labor.^  An  interesting  sex  difference  was  dis- 
covered. The  less  well  endowed  of  the  boys  had  the 
poorer  and  less  well  paid  jobs:  for  boys  of  fourteen  the 
median  wage  was  13.75  for  the  group  that  ''  failed 
worst,"  as  compared  to  $4.10  for  the  group  that  did  best; 
for  boys  of  fifteen  the  medians  were  $4.75  and  $5.62 
respectively.  Among  the  girls  the  opposite  was  true. 
For  those  who  stood  lowest  in  the  mental  tests  the 
median  wage  at  fourteen  was  $3.40  as  compared  to 
$2.85  for  those  who  stood  highest;  at  fifteen,  $4.87  and 
$4.43  respectively.  Dr.  Woolley  explains  the  difference 
by  the  preference  of  the  girls  for  the  department  store 
work,  which,  tho  requiring  greater  capacity,  is  more 
poorly  paid  than  work  in  Uie  shoe  factories.*  The 
figures  indicate  that  in  fixing  wages,  employers  give 
greater  weight  to  age  and  experience  than  to  general 
intelligence  in  case  of  children  just  commencing  work. 

An  elaborate  series  of  tests  of  intelligence  made  upon 
two  groups,  one  a  group  of  seventeen  professors  and 
advanced  students  at  Colimibia  University  and  the 
other  composed  mostly  of  unemployed  and  charity 
cases  showed  great  differences  in  intelligence,  which 
corresponded  to  the  differences  in  earning  capacity.* 

>  WooUey,  H.  T.,  "  The  Issuing  of  Working  Permits  and  Its  Bearing  on  Other  Sehod 
Ftablems,*'  School  and  Sodety,  yoL  i,  pp.  726-88.  eapedally  p.  731  (May  22. 1915). 

>  WooUey.  H.  T..  "  A  New  Scale  of  Mental  and  Pbyaioal  Meaauzements  for  Adolea- 
cents,  and  Some  of  Ita  Uses,"  Journal  of  Educational  I^chology  (November.  1916), 
pp.  12. 13. 

>  Simpson.  B.  R.,  "  Correlation  of  Mental  Abilities,"  Teaohem  CoDcfe,  Columbia 
Unirenityi  Contributiona  to  Education,  No.  53,  pp.  5,  6.  67-75. 
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A  series  of  tests  of  ability  to  follow  printed  directions 
was  given  to  hearing  children,  to  business  college  stu- 
dentS;  and  to  a  number  of  unemployed.  The  time  re- 
quired to  complete  the  tests  was  lowest  for  the  business 
coU^e  students,  average  84  seconds;  highest  for  the 
unemployed,  average  309  seconds;  and  varied  for  chil- 
dren of  different  ages  from  nine  to  sixteen  from  an 
average  of  178  seconds  for  children  aged  ten  to  an  avei^ 
age  of  123  for  the  sixteen-year-olds.^  The  unemployed 
required  much  more  time  to  complete  the  test  than  the 
other  dasses,  and  in  addition  made  a  greater  number  of 
errors. 

These  studies  are  suggestive  of  the  possibilities  of  the 
method  of  investigation.  They  offer  a  method  of  isolat- 
ing the  various  factors  that  make  up  the  personal  quali- 
ties of  labor  and  of  correlating  them  with  wages  and 
other  economic  facts.  It  may  prove  possible  to  dis- 
tinguish clearly  and  in  quantitative  terms  the  relative 
importance  of  native  ability  and  of  training  and  educa- 
tion in  determining  differences  in  wages.  The  results 
may  enable  the  economists  to  discard  the  vague  and 
unsatisfactory  terminology  of  character  description  and 
permit  them  to  substitute  in  place  of  it  definite  and 
quantitatively  measurable  intellectual  traits.  Such  a 
step  will  be  in  line  with  that  taken  by  criminology,  of 
discarding  the  old,  vague  explanations  of  crime  in  terms 
of  temptation  and  evil  spirits,  and  testing  mental  con- 
dition. Pedagogy,  in  the  treatment  of  backward  and 
exceptionally  bright  children,  is  beginning  to  recognize 
the  importance  of  native  intellectual  endowment  or  lack 
of  endowment.  Personal  qualities  have  frequently  been 
pointed  out  as  a  cause  of  unemployment  of  certain  in- 
dividuals: it  may  be  possible  to  correlate  unemployment 
in  individuals  with  a  low  level  of  generid  intelligence. 

1  Pinter,  R.  And  Pfttenon,  D.  G., "  The  Ability  of  Deaf  and  Hearing  Children  to  Fol- 
low Printed  Direetiona,"  Pedagogioal  Seminaiy,  vol.  sdii,  pp.  477-47  (Deeember,  1016). 
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Further^  inquiry  of  this  kind  will  throw  an  interest- 
ing light  on  the  question  of  the  injBuence  of  heredity  and 
of  environment  in  determining  success.  Is  social  classi- 
fication based  largely  on  ability  or  on  privilege  ?  Are 
the  barriers  between  the  non-competing  groups  of  labor 
largely  or  entirely  based  on  differences  of  ability? 
Such  studies  of  intelligence  and  social  class  as  have  been 
made  indiciate  that  the  brighter  children  are  drawn 
almost  wholly  from  the  higher  social  classes.  Terman 
states  that  out  of  476  unselected  children  there  was  not 
a  single  one  reaching  an  intelligence  quotient  of  120 
whose  social  class  was  described  as  ''  below  average."  ^ 
Occasionally  a  child  from  poor  surroundings  may  be 
found  to  be  of  superior  intelligence^  especially  from 
among  immigrant  populations  or  populations  where 
opportunity  has  not  been  free  to  all.  A  study  of  school 
children  of  Columbus,  Ohio,  by  Bridges  and  Coler 
showed  that  the  children  of  professional  men,  traveling 
salesmen,  and  proprietors  had  a  mental  age  one  to  two 
years  above  the  chronological  age,  while  the  children  of 
skilled  laborers  had  a  mental  age  slightly  less  than  the 
chronological,  and  the  children  of  unddlled  laborers 
were  nearly  a  year  retarded  I  ^  Studies  of  the  distribution 
of  ability  among  unselected  city  children  of  C!olumbia, 
S.  C,  compared  with  children  of  a  mill  village  showed 
that  among  the  latter  the  proportion  of  backward 
children  was  much  higher.*  Mental  tests  of  the  capaci- 
ties of  Negro  and  white  children  indicate  that  among 
the  N^;ro  children  the  percentage  of  the  intellectu- 
ally subnormal  is  much  larger  and  the  proportion  of 
bright  children  is  much  smaller  than  among  the  white.* 

1  Termftn,  L.  M.*  The  MeMurement  of  InteUJcenoe,  pp.  95,  117. 

i  Bridfoi.  J.  W.  And  Cdl«r.  L.  E.,  <*  The  RdatSon  of  InteUigeDee  to  Sooiel  Stains," 
Fliyohologicil  Review,  vol.  niv.  pp.  28,  29  (1917). 

•  Strons,  A.  C.  "  Three  Hundred  Fifty  White  uid  Colored  Children  Measured  bjr  the 
Binot-Sinion  Measuring  Soale  of  InteUicenoe:  A  Onnparative  Study,'*  FedacoiiQal 
Seminary,  vol.  nc,  pp.  4SIHS15,  eapeca*Uy  pp.  601-03  (1913). 
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Similar  studies  made  of  Indian  childi^n  at  Mount 
Pleasant,  Michigan,  show  that  there  are  greater  dififer- 
ences  between  the  white  and  Indian  than  between  the 
white  and  N^^ro:  that  the  percentage  of  backward 
children  is  even  greater  among  the  Indians  than  among 
the  N^proes.^ 

One  serious  criticism  might  be  made  of  these  con- 
clusions. In  measuring  intelligence  care  must  be  taken 
to  select  tests  which  shall  include  only  those  really 
measuring  native  ability.  Tests  the  results  of  which  are 
affected  by  knowledge  or  environmental  conditions,  if 
applied  to  children  of  the  same  mental  capacity  but  of 
different  social  conditions,  will  show  differences  that 
favor  those  who  have  better  environment.  If  then  a 
series  of  tests  show  differences  in  favor  of  children  from 
better  social  environment,  it  is  necessary  to  prove, 
before  drawing  a  conclusion  that  the  children  of  the 
better  social  class  have  greater  intelligence,  that  the 
tests  are  tests  really  of  intelligence  and  not  of  environ* 
mental  factors.* 

This  question  has  been  investigated  by  several 
writers.  Stem  shows  that  some  tests  are  better  than 
others  for  differentiating  between  intelligent  and  un- 
intelligent normal  children,  between  normal  and 
feeble-minded  children,  and  between  different  grades  of 
feeble-minded.  The  same  tests  that  showed  the  greater 
intelleotual  differentiation  between  normal  and  feeble- 
minded also  revealed  the  greater  differentiation  of 

>  Rowe.  B.  C,  "  tin  Hundred  Foftjr-Seiveii  Whits  mm!  Two  Handled  SixtF-IBicbt 
Indian  Children  Tested  by  the  Binet43imon  Ttosts/'  Fsdacogienl  Seminaty,  toL  ni, 
pp.  454-48,  espedeUy  450, 458. 

I  For  purposM  of  oorrelntioB  with  waces  it  does  not  so  mnoh  matter  if  a  few  testa 
that  measure  knowledge  or  aehool  training  are  ineluded.  For  achool  training  itadf  is 
probably  oovrekted  with  general  intelligenoe,  and  consequently  a  oorrelation  of  wages 
evan  with  measures  of  sohool  aoeompliahments  would  be  a  fair  substitute  for  a  direet 
eorreiatlon  with  measures  oi  general  intelhgenoe.  Fortunately,  however,  the  eTidenoe 
indieatos  that  the  tests  really  measure  native  ability. 
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children  by  social  status.^  Pintner  and  Paterson  have 
shown  that  the  Binet  tests  of  naming  the  days  of  the 
week  (omitted  in  the  revision  of  1911  by  Binet)  and  the 
months  of  the  year  are  dependent  upon  experience. 
Both  of  these  were  considered  as  nine-year  old  tests, 
i.  e.,  the  average  child  of  nine  could  pass  them.  Two 
groups  of  feeble-minded  persons  were  taken,  one  with 
chronological  ages  of  less  than  fifteen  and  the  other  of 
over  fifteen;  in  the  latter  group  a  larger  proportion  of 
individuals  of  each  mental  age  ranging  from  three  to 
eight  passed  the  test  than  passed  among  the  first  group 
at  corresponding  mental  ages.  "  The  results  of  the 
tabulation  of  these  cases  seem  to  point  to  the  fact  that 
as  a  feeble-minded  person  grows  older  his  ability  to  pass 
these  two  tests  increases."*  In  another  paper  they 
show  that  exactly  opposite  results  are  reached  with  the 
Cube  test  and  with  the  Profile  test.  In  this  case  feeble- 
minded adults  over  twenty-one  who  tested  mentally  at 
ages  ranging  from  five  to  eleven  showed  lower  capacity 
to  perform  these  tests  than  children  fourteen  years  of 
age  or  below  testing  at  the  corresponding  mental  age. 
The  explanation  is  that  the  adults  had  been  rated 
mentally  too  high  because  of  the  inclusion  of  some  tests 
that  involved  experience  in  the  determination  of  mental 
age,'  but  that  these  particular  tests  are  really  tests  of 
intelligence. 

The  most  significant  evidence  on  the  question  is  that 
given  by  Dr.  WooUey.  If  tests  made  upon  school 
children  are  tests  of  native  ability,  then  differences  in 
school  grade  of  children  of  equal  ability  are  probably 

1  Btetn,  W.,  The  Piycholocieal  Methods  of  Testing  InteDigenoe,  tr.  by  Q.  M. 
Whipple,  pp.  97,  08  (1914). 

>  Pintner,  R.  and  PAteraon,  D.  G.,  "  Ezperienoe  Mid  the  Binet-Simon  Ttosts,"  I^y- 
ehologieel  Clinio,  vol.  viii,  pp.  197-200,  eepeeiAUy  196  (Deoember  15,  1914). 

a  Pintner,  R.  mm!  Patcnon,  D.  O.,  "  The  Fm&bot  ol  Bacperienee  in  IntelKgenee  Toll- 
ing,'* ibid.,  vol.  ix,  pp.  44-50  (April  16.  1915). 
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due  to  and  may  be  explained  by  differences  in  environ- 
ment. But  if  the  tests  are  tests  of  environmental  fac- 
tors no  marked  differences  between  the  tests  made  and 
grade  in  school  would  be  expected.    Dr.  WooUey  says: 

On  this  aasumption  we  reasoned  that  the  fourteen  year  old  children 
whose  tests  showed  good  native  ability,  but  who  nevertheless  had 
completed  only  the  fifth  grade,  must  have  had  unfortunate  social 
circumstances  which  caused  retardation  in  school,  in  spite  of  thdr 
superior  endowment;  while  the  group  whose  tests  avowed  poor 
native  ability,  but  who  had  nevertheless  completed  the  eighth  n^ude 
at  fourteenth  years,  must  have  had  favorable  social  surroundings 
which  assisted  them  through  school  in  spite  of  inferior  endowment. 
In  order  to  test  this  hypothesis,  we  looked  up  in  our  files  the  records 
of  the  physical  and  educational  history,  and  of  home  conditions  of 
these  exceptional  children.  We  found  our  hypothesis  absolutely 
verified.  ...  Of  the  well  endowed  children  from  the  fifth  grade, 
one  had  been  retarded  by  illness.  This  child  had  a  good  home,  and 
good  parents,  but  she  had  had  in  the  course  of  her  fourteen  years 
spinal  meningitis,  smallpox,  typhdd  fever,  scarlet  fever,  measles,  and 
several  minor  diseases.  She  is  the  only  child  in  this  group  who  had  a 
good  home.  In  other  cases  a  father  had  been  lost  through  death  or 
desertion;  in  some  the  mother  was  a  wage-earner  outride  the  home; 
in  most  the  family  was  constantly  moving;  in  only  two  families  was 
the  father  living,  one  a  saloon-keeper,  and  the  other  an  old  clothes 
dealer.  The  social  conditions  of  the  poorly  endowed  children  in  the 
eighth  grade  was  uniformly  good.  In  practically  all  cases  the  father 
was  the  wage-earner;  not  one  mother  was  a  wage-earner  outside  the 
home.  Over  half  of  the  families  owned  their  homes,  while  none  of 
the  families  with  well  endowed  children  in  the  fifth  grade  did.  Most 
of  the  mothers  were  interested  in  education,  and  the  children  in  most 
cases  did  not  have  to  do  any  work  out  of  school.  "  To  find  the  ap- 
parent anomalies  in  the  estimates  made  by  the  scale  so  uniformly 
explicable  on  social  grounds  is  an  important  piece  of  evidence  in 
favor  of  the  reliability  of  the  scale  as  a  measure  of  native  mental 
ability.'' » 

Studies  of  general  intelligence^  if  carried  far  enough, 
may  ofifer  a  sound  basis  for  vocational  guidance.  Mental 
tests  may  be  made  to  determine  the  average  degree  of 
intelligence  required  of  motormen,  of  ditch-diggers,  of 

1  WooDfly,  H.  T..  **  A  New  SoUe  of  Mental  and  Phyrieal  MeMuranenti  for  Adok»- 
cents,  and  Some  of  Iti  Uses,"  Journal  of  Kdiwational  ftyobdlocy,  Norember,  1M5, 
pp.  6-8.   See  alio.  Tennan,  The  Meaaarement  of  InteOiaenoe,  cfa^.  7. 
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locomotiye  engmeera.  Dr.  WooUey  suggests  that  man- 
ual dexterity  may  or  may  not  be  correlated  with 
intelligence,  and  tiiat  a  study  of  relative  aptitude  for 
mental  and  manual  work  might  be  used  for  vocational 
guidance.  A  boy  who  was  intellectually  bdow  par  but 
who  had  some  manual  dexterity  ou|^t  to  be  given 
industrial  training.  Education  should  be  adapted  to  the 
capacities  of  the  individual.^  Pintner  and  Paterson,  in 
a  study  of  the  language  ability  of  deaf  children,  point 
out  the  poverty  of  their  language  attainments,  very  few 
reaching  more  than  fourth  grade  ability.  It  follows  as  a 
corollary  that  education  of  the  deaf  ought  to  be  directed 
along  lines  of  manual  or  industrial  training  where  they 
are  relatively  not  seriously  handicapped  instead  of  into 
the  study  of  languages  and  literatures  like  English  and 
Latin,  in  which  they  are  notably  deficient.*  Special 
aptitudes  along  special  lines  may  be  discovered  by 
special  tests.  Whipple  suggests,  for  example,  auditory 
tests  for  telephone  operators,  tonal  discrimination  for 
children  studying  music,  etc.*  Most  of  these  tests  will 
permit  only  of  negative  conclusions:  the  general  level 
of  intelligence  requisite  for  success  in  a  given  vocation 
may  be  determined,  and  persons  without  sufBident  ^i- 
dowment  of  intelligence  can  be  advised  against  under- 
taking employment  where  they  will  almost  certainly 
faa.* 

Mental  tests  will  probably  have  wider  application  in 
the  selecting  of  employees  by  employers.  The  best 
candidates  among  applicants  for  a  position  may  be 
selected  by  means  of  tests  of  general  intelligence.    Pro- 

i  WooIl«y,  H.  T.,  A  New  SoiOe,  p.  14. 

t  Pintner,  R.  and  Patefaon,  D.  G.,  "A  Meaeurement  of  the  Tangmgt  Ability  of 
Deaf  GhiMran,*'  Ftoyehologieal  Beview,  vol  xdU.  pp.  424-30. 

>  WUpp]e,Q.M./«TlienaeofMentalTeeUinyocatloiuJGukiaMe/'Aaiuasoltlw 
Ameriean  Aoademy  of  PoUtieal  and  SoquU  Soienoe,  voL  Ixr.  pp.  198-904  (1016). 

«  Termaa,  L.  M.,  The  MeaaaTCmeiit  of  Intellifleiioe,  p.  40. 
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gresdve  employers  are  looking  for  some  method  of 
selection  that  is  not  haphajsard;  if  they  have  to  give 
employees  a  course  of  training,  as  is  true  in  many  em- 
ployments, such  as  telephone  exchange  or  electrical 
work,  they  wish  to  be  sure  that  they  are  not  wasting  the 
training  on  those  who  will  not  be  able  to  do  what  is 
expected  of  them.  Whether  general  intelligence  tests 
are  the  best  for  a  particular  kind  of  work  or  employ- 
ment can  be  determined  only  by  experience.  For  some 
kinds  of  work  it  is  possible  that  special  tests  would  be 
better  or  that  supidementary  tests  would  be  necessary. 
The  value  of  these  tests  is  that  they  are  standardized 
and  the  results  can  therefore  be  better  interpreted. 
Tests  might  be  applied  to  all  candidates  for  civil  service 
positions;  and  it  has  been  suggested  that  they  might  be 
of  great  value  in  selecting  recruits  for  the  army. 

It  is  doubtless  prematiu^  to  attempt  a  formulation  of 
the  relation  of  wages  and  intelligence  on  the  basis  of  the 
meager  evidence  thus  far  available.  Possibly  it  might 
run  as  follows.  There  is  a  tendency  for  wages  in  a  given 
occupation  to  vary  with  the  degree  of  intdligence;  but 
in  the  early  years  of  employment  age  and  experience 
appear  to  have  more  weight.  Occupations  can  be  classi- 
fied with  reference  to  the  amount  of  intelligence  re- 
quired. The  supply  of  labor  in  many  occupations  is 
limited  by  the  supply  of  labor  of  requisite  intelligence 
available.  Frequently  there  are  strong  preferences  on 
the  part  of  intelligent  labor  for  particular  kinds  of  work, 
and  the  wages  in  these  desirable  occupations  are  corre- 
epondingly  reduced.  These  preferences  may  be  revealed 
through  correlations  of  intelligence  and  wages  by  occu- 
pation. Education  and  training  may  prove  to  be  more 
directly  correlated  with  wages  than  is  general  intelli- 
gence: but  it  is  probable  that  the  degree  of  education 
and  training  that  can  be  taken  with  advantage  is 
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directly  dependent  upon  native  ability.  Other  personal 
qualities  that  stiU  remain  unmeasured  —  the  moral 
traits  of  honesty,  faithfulness,  dependability,  and  per^ 
sonal  habits  that  might  affect  the  availability  of  men  for 
special  work  —  may  possibly  prove  to  be  correlated 
with  general  intdligence.  Differences  in  wages  due  to 
differences  in  health  and  physical  efficiency,  differences 
due  to  political  and  industrial  privil^;e  and  ''pull" 
may  be  more  definitely  measured  after  differences  due 
to  mental  ability  and  training  are  ddminated. 

Only  a  beginning  has  been  made.  We  need  more 
measurements  and  correlations  of  intelligence  with 
various  economic  factors.  We  should  keep  in  touch 
with  the  work  of  the  psychologists  in  develofong  and 
applying  these  tests.  We  need  to  reexamine  and  test 
our  conclusions  by  a  close  study,  aided  by  this  new 
method  of  measurement  of  intelligence,  of  the  facts  and 
processes  of  our  industrial  life. 

ROBEBT  M.  WOODBUBT. 

Univbbsity  of  Kansas. 
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KLEENE'S  PROFIT  AND  WAGES  * 

.  This  little  volume  may  fail  to  receive  from  economists  the 
attention  which  it  deserves.  It  is  unpretentious  in  size  and  in 
general  plan;  and  plenitude  of  pages  and  elaborateness  of 
plan  are  apt  to  go  far  in  attracting  notice  and  in  establish- 
ing reputation.  There  is  here  no  ostentation  of  erudition, 
yet  abundant  evidence  of  careful  study  and  matured  think- 
ing. The  incidental  remarks  on  such  writers  as  Landry, 
Schmnpeter,  Oppenheimer,  Bortkiewicz  and  Graziani  show 
that  Professor  Eleene  has  read  widely  and  critically.  It  is 
perhaps  significant  that  he  does  not  give  chapter  and  verse 
or  even  mention  names  when  referring  to  the  theories  of 
English  and  American  writers.  This  may  be  due  to  a  modest 
reticence,  possibly  to  a  belief  that  every  person  who  will  look 
into  his  volume  at  all  will  be  familiar  with  the  literature  of 
our  tongue.  No  conversant  economist  will  fail  to  see  what 
doctrines  and  writers  are  discussed. 

Professor  Kleene's  exposition  throughout  is  brief,  yet  clear 
and  straightforward,  and  his  conclusions  are  stated  with  suf- 
ficient fulness.  What  is  said  in  the  introduction  upon  the 
methods  of  economic  science,  and  more  particularly  on  the 
methods  applicable  to  theoretical  inquiry,  is  excellent.  There 
is  also  discriminating  restraint  on  the  significance  of  any 
inquiry  on  these  topics;  as  Professor  Eleene  remarks  (p.  107), 
a  discussion  of  the  theory  of  interest  takes  "only  a  small  and 
inadequate  view  of  the  problem  raised  by  socialism."  The 
plan  of  the  work,  in  brief,  is  to  take  up  in  a  few  introduo- 

*  FMAt  uxl  Wat«.  A  Study  in  the  Distiibutioii  of  Inoome.  By  O.  A.  KlMoa. 
NewTotlcTlMMMMJUMiCo.    Pp.  iv.  171. 
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toiy  chapters,  the  general  theories  of  interest  now  in  vogu4>> 
these  being  in  order,  Bohm-Bawerk's  theory,  the  time  prcSP 
erence  theory,  the  abstinence  theory  and  the  productivity 
theory;  then  follow  three  chapters  in  which  the  author's  o>^< 
view  of  the  case  is  presented;  a  concluding  chapter  gives  a 
summary.  "^ 

The  critical  treatment  of  the  theories  of  others  in  the 
earlier  chapters  is  excellently  done.  If  one  does  not  always 
agree,  disagreement  must  be  accompanied  with  respect  for 
the  acuteness  and  justice  of  the  main  criticisms.  I  am  not 
sure  that  B5hm-Bawerk's  theory  of  interest  is  a  ''  unitary" 
theory.  True,  that  scholar's  reasoning  proceeds  mainly  on 
the  lines  of  our  old  friend,  '*  technical  superiority" ;  neverthe- 
less, a  sympathetic  interpretation  of  his  doctrines  leads  to 
owe  equally  famiUar  friend,  "  preference  for  present  goods," 
and  warrants  a  more  catholic  statement  of  Bohm-Bawerk's 
views  than  his  own  exposition  might  justify.  At  all  events, 
I  doubt  whether  a  sharp  line  of  distinction  can  be  drawn 
between  Bdhm-Bawerk's  theory  on  the  one  hand,  and  the 
two  rival  theories  of  "  time  preference  "  and  "  productivity  " 
on  the  other.  His,  after  all,  is  a  mixtiu^  of  the  two.  So  far  as 
concerns  "  time  preference,"  that  notion  does  not  seem  to  me 
so  sharply  distinguishable  from  the  "abstinence  theory" 
as  Dr.  Kleene  maintains.  The  two  are,  after  all,  variants  of 
the  same  fundamental  conception.  The  specific  productivity 
theory,  which  comes  last  in  the  critical  exposition,  is  disposed 
of  eflfectively,  and  indeed,  has  been  so  eflEectively  criticised  by 
other  writers,  of  one  school  and  another,  as  hardly  to  leave 
it  an  important  place  in  the  present  stage  of  theoretical 
discussion. 

To  time  preference,  abstinence,  and  the  Uke,  Dr.  Kleene 
concedes  some  influence  on  the  accumulation  of  capital,  but 
denies  a  dominating  influence.  There  are  indeed  passages 
which  seem  to  imply  a  more  unqualified  rejection  of  this 
notion:  "the  time  preference  theory  is  a  remarkably  con- 
sistent piece  of  theorizing  and  therein  doubtless  lies  its  great 
attraction.  But  it  i&  spun  outof  nothing"  (p.  53).  Yet  almost 
at  once  it  is  added  that  time  preference  may  have  an  influence 
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on  saving,  lending  and  borrowing.  What  ProfeBSor  Kleene 
really  denies  is  that  the  expectations,  hopes  and  fears  sug- 
gested by  the  phrase  "  are  sufficiently  definite  and  powerful 
*^  be  given  a  place  in  a  carefully  formulated  general  theory 
of  the  rate  of  interest."  And  similarly  Professor  Kleenci 
while  agreeing  that  the  abstinence  involved  in  saving  is  one 
among  the  factors  that  serve  to  explain  the  existence  of 
interest,  contends  that  it  goes  Uttle  way  toward  explaining 
the  amount  of  interest  received.  So  much  doubtless  is  to  be 
admitted.  Perhaps,  too,  it  is  to  be  admitted  that  the  marginal 
savers,  or  marginal  savings,  are  relatively  unimportant. 
Professor  Kleene  frankly  says  that  in  conclusions  of  this  sort 
we  can  be  guided  only  by  our  general  impressions  and  it  is  on 
the  basis  of  such  impressions  of  his  own  that  he  argues  well 
and  strongly  that  abstinential  marginal  savings  are  relatively 
inconsiderable.  On  the  other  hand,  he  seems  to  me  to  go  alto- 
gether too  far  in  urging  that  great  stores  of  capital  are  now 
made  and  maintained  ''without  thought  and  effort,"  and 
that  capital  may  almost  be  said  to  accmnulate  itself  (p.  68). 
This  comes  perilously  near  to  the  doctrine  which  appears  in 
Professor  Clark's  Disbribution  of  Wealth,  and  which  seems  to 
me  quite  untenable  —  that  capital  maintains  and  perpetu- 
ates itself  in  some  automatic  way,  quite  independently  of  the 
owner's  state  of  mind.  The  circumstance  that  a  thing  is 
habitually  done,  and  done  without  immediate  consciousness 
of  the  actuating  motive,  by  no  means  proves  that  the  habit 
would  persist  and  the  thing  would  continue  to  be  done  if  the 
motive  were  removed.  It  is  true  that  people  aeem  to  save  and 
to  maintain  their  accumulations  intact,  without  thought  and 
without  intent,  in  quite  mechanical  fashion.  Yet  I  take  it 
that  attentive  reflection  on  their  course  of  action  under  the 
conditions  of  entire  absence  of  interest  would  make  it  clear 
that  the  maintenance  of  individual  accumulation  on  any  great 
scale  would  then  be  unlikely,  indeed  unthinkable. 

Professor  Eleene's  own  view,  stated  in  the  later  parts  of 
his  book,  ma,y  be  described  as  a  revised  and  revamped  version 
of  a  revised  and  revamped  wages  fund  theory.  The  revised 
f onn  of  the  unpopular  doctrine  is  that  suggested  by  the  writ- 
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ingB  of  BAhm-Bawerk  and  apparently  also  by  my  own  WoQeB 
and  Capital.  It  giyes  me  satisfaction  to  find  that  so  acute  a 
thinker  as  Professor  Kleene  accepts  the  general  analysis 
which  is  contained  in  my  volmnei  and  is  not  afraid  of  the 
term  '*  wages  fmid  ";  tho  I  am  bomid  to  say  that  this  term 
now  seems  to  me  of  doubtful  expediency.  The  essentials  of 
the  explanation  there  given  of  the  mechanism  by  which  wages 
and  pix)fit8  are  detennined  seem  to  me  no  less  valid  than  they 
did  a  generation  ago.  Professor  Kleene  takes  the  same  view, 
namely,  that  the  proximate  influence  determining  the  general 
range  of  wages  is  the  quasi-mechanical  impact  of  total  wages 
fund,  or  profit-seeking  free  funds,  against  the  total  supply  of 
laborers.  His  independent  contribution  relates  to  the  con- 
ditions under  which  the  second  item,  the  supply  of  laborers,  is 
forthcoming.  In  general  outline,  as  he  expressly  states,  his 
doctrine  is  very  similar  to  that  of  Ricardo»;and  Ricardo's 
school  —  and  of  Marx  also.  It  make  no  distinction  between 
interest  and  business  profits;  it  is  concerned  with  *'  profit  in 
the  sense  of  a  residual  income  remaining  in  the  hands  of  the 
capitalist  class  as  a  whole  after  they  have  hired  the  laborers 
and  secured  whatever  the  laborers  produce  over  and  above 
the  amount  paid  out  to  them."  But  as  regards  the  factors 
which,  in  the  long  run,  influence  the  supply  of  laborers  and  so 
the  outcome  of  this  special  kind  of  bargaining,  he  introduces 
a  modification.  The  Ricardian  view,  it  will  be  remembered, 
was  simple  enough ;  the  supply  of  laborers  was  determined  by 
a  fixed  and  probably  low  standard  of  living,  and  increased  or 
decreased  in  such  way  that  the  laborers  received  in  the  long 
run  the  wages  which  their  low  standard  of  living  called  for. 
So  much  is  still  true.  Professor  Kleene  maintains,  in  backward 
communities  like  those  in  Central  Europe,  or  at  least  those 
parts  of  Central  Europe  not  yet  influenced  by  modem  indus- 
trial conditions.  Here  the  Malthusian  view  of  "  natural " 
wages  still  holds  good.  But  in  the  capitalistic  countries,  like 
the  United  States,  England,  Germany,  France,  no  such  ver- 
sion of  the  case  is  tenable;  and  indeed  no  one  would  now  say 
that  the  vital  statistics  of  these  countries  confirm  anything 
approaching  this  older  doctrine.  Yet  Prof essor  Kleene  argues 
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that  a  modified  or  revised  application  of  it  is  still  tenable. 
Wages  in  the  United  States  are  detennined  not  indeed  by  any 
fixed  standard  of  living  among  the  American  laborers,  but  — 
by  the  standard  of  living,  the  "  natural "  wages,  of  the  inmii- 
grants  who  bring  with  them  the  standard  of  the  backward 
parts  of  the  old  world.  The  specter  of  immigration  and  of  a 
standard  of  living  debased  by  immigration  hovers  in  the 
background  of  Professor  Kleene's  picture  almost  as  much  as 
in  that  of  some  anti-immigration  extremists.  The  general 
rate  of  wages  in  the  United  States,  he  believes,  is  determined 
fundamentally  by  the  price  of  unskilled  labor;  and  this  in 
turn  is  detennined  fundamentally  by  the  last  considerable 
addition  to  the  number  of  such  laborers;  and  the  supply 
price  of  these  again  is  settled  by  conditions  outside  the  capi- 
talistic region  itself.  The  wages  of  unskilled  laborers  in  tiie 
United  States  are  based  on  the  standard  of  living  in  the  coun- 
tries whence  the  immigrants  mainly  come  —  Italy,  Austro- 
Hungary,  Russia,  the  Balkans;  with  a  sort  of  differential  or 
premium  resulting  from  the  expenses  of  immigration  and  per- 
haps the  deterrent  effect  of  distance  and  unf amiliarity. 

I  confess  this  seems  to  me  untenable,  or  at  all  events, 
pushed  quite  too  far.  No  doubt  the  general  trend  of  wages  in 
the  United  States  has  been  greatly  influenced  by  the  large 
volume  of  immigration  and  by  the  increased  supply  of 
laborers  due  to  inunigration.  But  the  rate  can  hardly  be  said 
to  be  fixed  by  an  old  world  standard,  even  with  a  differential 
super-added.  It  would  seem  obvious  that  the  reasoning  is  not 
applicable  to  countries  like  Germany  and  Great  Britain. 
Tliese  also,  according  to  Professor  Kleene,  have  reached  the 
stage  where  the  Malthusian  and  Bicardian  formula  is  not 
applicable  to  the  supply  of  labor,  as  he  thinks  it  is  in  the  coun- 
tries more  to  the  eastward  and  southward.  I^  Germany  and 
Great  Britain,  according  to  Professor  Eleene's  own  doctrine, 
we  find  capitalistic  conditions  essentially  similar  to  those  in 
the  United  States;  and  we  find  also  no  ''  natm-al "  rate  of 
wages.  In  these  countries,  since  there  is  virtually  no  infiux 
of  immigration,  there  can  be  no  determination  of  general 
wages  by  the  imported  standard  of  living  among  the  inmii- 
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grants.  The  special  prominence  of  the  problem  of  immigra- 
tion in  the  United  States  causes  this  factor  to  loom  up 
unduly  in  Professor  Kleene's  general  explanation.  His 
"  supply  price  of  labor  "  for  the  United  States  is  by  no  means 
made  out  as  satisfactorily  as  he  would  have  us  believe.  After 
all,  the  outcome  of  his  reasoning,  for  this  country  as  for  the 
others  of  **  advanced  "  civilization,  would  seem  to  be  that  of 
an  impassive  unregulated  impact.  The  settlement  of  wages 
and  profit  becomes  simply  a  matter  of  the  gathering  accu- 
mulation of  investment  meeting  the  gathering  number  of 
laborers,  with  no  ultimate  determinant  of  wages  or  of  profit 
and  no  ''  normal  "  return  for  either. 

Perhaps  some  such  agnostic  doctrine  as  this  is  what  we 
must  come  to.  If  we  give  up  the  notion  of  a  regulating  rate 
of  "  time-prrference,"  or  the  similar  one  of  a  minimum  return 
necessary  to  induce  abstinence  and  saving,  we  have  no  ''nor- 
mal "  rate  of  interest.  And  if  we  give  up  also  the  notion  of 
any  ''  natural "  wages  settled  by  a  standard  of  living,  what 
have  we  left  ?  Specific  productivity  cannot  be  demarcated; 
and  the  productivity  of  industry  at  large  bears  merely  on  the 
national  dividend  as  a  whole,  not  on  its  apportionment 
between  the  different  factors  of  production.  Nothing  seems 
to  be  left  but  the  Ricardo-Marx  conception  —  this  admittedly 
is  Professor  Eleene's  —  of  a  surplus,  essentially  fortuitous, 
grabbed  by  those  who  now  control  industry,  and  soon  to  be 
seised  (the  suggestion  lies  at  hand)  by  those  who  are  rapidly 
acquiring  control. 

F.  W.  Taussig. 
Habyabd  UNiYBBSirr. 
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THE  CONTENT  OF  THE  VALUE  CONCEPT 

There  has  been  a  persistent  endeavor  among  economists 
to  establish  unique  definitions  for  their  more  important  terms, 
and  many  seem  to  feel  that  success  in  this  endeavor  can  alone 
justify  the  claim  of  economics  to  consideration  as  a  science. 
An  exact  and  uniform  terminology  is  so  characteristic  of  the 
experimental  sciences  that  it  is  assumed  that  economists  must 
needs  do  likewise.  The  diversity  in  the  usage  of  the  words 
value,  capital,  price,  rent,  interest,  profits,  is  ruefully  contem- 
plated by  nearly  all;  some  still  struggle  against  this  seemingly 
unscientific  lack  of  precision  in  essential  abstract  concepts  and 
categories,  others  have  already  reconciled  themselves  to  the 
difficulty  and  accepted  these  diversities  as  a  necessary  evil. 

Judgment  of  this  situation  turns  upon  one's  conception  of 
the  position  of  economics  among  the  sciences.  Other  scientific 
investigations,  whether  in  the  physical  or  mental  sciences,  can 
impose  arbitrary  limitations  which  are  of  the  utmost  moment. 
A  particular  type  of  phenomenon  is  isolated  and  studied  as  if 
it  were  independent.  No  attempt  is  made  to  study  reality  in 
its  entirety,  and  consequently  an  arbitrarily  defined  body  of 
material  is  set  off  which  can  be  treated  according  to  rules  laid 
down  by  the  investigator.  Terms  and  categories  can  be 
invented  freely  because  the  whole  subject  of  research  is  it- 
self an  heroic  abstraction.  Economics,  however,  cannot  fol- 
low a  similar  procedure,  because  arbitrary  limitations  cannot 
be  established.  All  thinking  imposes  some  isolation  of  the 
problems  set  for  analysis,  but  in  economics  no  particular  limits 
have  been  permanently  established.  Interest  in  different 
problems  set  for  given  a  great  diversity  to  economic  analysis; 
some  writers  desire  to  exclude  by  rigorous  abstraction  the 
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problems  which  are  of  primary  interest  to  another  group. 
The  field  of  investigation  cannot  be  satisfactorily  described 
in  any  terms  that  will  meet  with  general  accord  among 
economists,  and  this  impossibility  of  agreement  as  to  Uie 
limits  of  the  field  destroys  all  hope  of  a  universal  terminology. 

The  economist  must  approach  his  linguistic  problems  more 
nearly  in  the  spirit  of  the  literateur  and  philosopher.  It  is  not 
his  business  to  invent  technical  terms.  like  the  artist  or 
philosopher,  he  must  discover  new  content  in  the  ideas  and 
emotions  common  to  all.  Few,  if  any,  of  the  major  concepts 
of  economics  are  themselves  new  or  unusual.  Some  vague 
meaning  is  conveyed  by  value,  rent,  interest,  or  capital,  and, 
while  many  of  these  notions  are  seriously  confused  by  popular 
fallacies,  the  economist  in  correcting  the  conmion  sense 
notions  really  does  no  more  than  give  adequate  expression  to 
things  previously  seen  through  a  glass  darkly.  Furthermore, 
a  moderate  perusal  of  dictionaries  and  handbooks  wiQ  show 
that  economists  have  done  no  more  than  enlarge  or  restrict 
the  content  of  meaning  attached  to  these  terms.  Vague  con- 
notations have  been  analyzed  with  care  and  new  aspects  of 
meaning  discovered. 

Compare  the  citations  imder  'Walue"  in  the  New  English 
Dictionary  with  the  diversities  familiar  to  any  reader  of 
economic  treatises.  Nothing  could  afford  a  clearer  illustra- 
tion of  the  enrichment  of  the  meaning  of  this  abstract  term. 
The  sophisticated  economist  finds  much  in  this  well  worn  con- 
cept that  was  not  known  to  his  forbears,  and  yet  it  would 
be  unfortunate  to  presiune,  as  many  do,  that  there  is  no 
significant  relation  between  his  ideas  and  the  naive  thinking 
of  earlier  generations:  most  unfortunate,  to  conclude  that 
sophistication  could  properly  become  a  means  of  narrowing 
the  meaning  of  such  a  word  and  reducing  the  diversities  of 
the  older  usage  to  the  rigid  formulation  of  a  mathematical 
definition. 

The  task  of  arbiter  of  good  usage  is  a  thankless  one,  and 
dangerous  withal.  Both  friends  and  enemies  are  prone  to 
investigate  the  qualifications  of  the  arbiter  with  a  degree  of 
care  that  is  likely  to  prove  embarrassing.    It  is  therefore  an 
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aet  of  wisdom  to  disclaim  any  mtentk)n  of  dmwing  up  a  claflsi* 
fication  of  these  meanings  that  shall  pose  as  authoritative 
usage.  It  is  intended  merely  to  suggest  that  it  may  in  the 
end  prove  more  helpful  if  we  as  economists  endeavor  to 
establish  some  standards  of  good  use  for  these  diverse  mean- 
ings and  abandon  the  search  for  the  unique  and  universal 
definition. 

Beneath  all  the  varieties  of  usage  there  lies  one  fundamental 
pioUem;  whether  we  shall  speak  of  this  concept  in  a  phil- 
osophical sense  or  follow  a  purely  empirical  policy.  To  the 
empiricist  value  is  a  fact  or  quality.  Ruskin  remarks  that  it 
is  "  the  life-giving  power  of  things."  But  this  is  surely  bad. 
We  live  in  worlds  created  by  our  thoughts  and  there  is  little 
defense  for  the  attempt  to  evade  the  admission  of  human 
judgments  into  these  matters  of  valuation.  Values  are  attrib- 
uted to  things  by  men,  and  by  reasonable  logical  method  we 
may  fairly  describe  them  as  judgments :  judgments  of  desired- 
ness,  of  scarcity,  or  judgments  of  some  relation  between 
wantedness  and  scarcity.  The  Austrians  have  taught  us  the 
doctrine  of  relativity,  and,  whatever  their  failings,  it  is  no 
small  achievement  to  have  diverted  attention  from  the 
search  after  that  elusive  essential  quality  in  things  which 
both  classical  economists  and  socialists  thought  of  as  a  fact. 

The  term  judgment  connotes  a  deliberation  of  effort  that  is 
associated  with  the  most  persistent  popular  usages  of  the  word 
'*  value."  Beneath  many  diversities  tiiere  lurks  a  notion  that 
the  value  of  a  thing  is  what  it  is  "  really  worth."  It  appears 
in  the  common  antithesis  between  value  and  price:  price  is 
what  you  pay  or  what  you  get,  value  is  what  the  article  is 
really  worth.  The  value  judgment  is  presumed  to  be  ac- 
curate. In  the  language  of  Adam  Smith,  every  man  is  pre- 
sumed intelligently  to  seek  his  best  interest,  and  while  it  is 
sufficiently  evident  that  the  ideal  is  not  attainable,  there  is 
dear  disposition  on  the  part  of  most  writers  to  assume  perfect 
competition  and  adequate  intelligence.  The  value  judgment 
is  thus  specifically  characteristic  of  a  sophisticated  society, 
involving  a  d^pree  of  thinking  about  things  that  would  be 
foreign  to  primitive  peoples.   In  all  its  connotations,  then,  the 
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tenn  "  value  "  suggests  a  society  xq  iviiich  the  material  prob- 
lems of  life  are  given  deliberate  and  thou^tful  attentkm.  It 
may  be  that  some  vague  sense  of  the  worth  of  objects  is 
present  among  the  most  primitive  peoples,  but  it  is  not  to  be 
assumed  that  they  are  concerned  witii  values.  In  the  coune 
of  much  subjective  analysis  primitive  peoples  and  baiter 
economies  are  frequently  drawn  in  question,  but  it  would 
seem  that  many  dangers  are  incurred  by  reading  into  primi- 
tive life  ideas  that  are  held  with  deamess  only  in  adevdoped 
society.  In  fact,  the  entire  validity  of  the  position  of  the 
extreme  subjectivists  turns  upon  the  validity  of  abetractiDg 
out  of  their  illustrations  the  mechanism  that  is  requisite  to  the 
sophisticated  society  whose  ideas  they  seek  to  analyze. 

The  value  judgment  may  be  described,  defined,  or  analyied 
from  a  variety  of  points  of  view:  in  terms  of  the  mode  of 
expressing  the  judgment,  in,  terms  of  purpose,  in  terms  of  the 
process  by  which  the  judgment  is  reached,  and  in  terms  of  a 
presumed  absolute  measure  of  value.  The  analysis  of  the 
process  of  valuation  is  hardly  older  than  the  organised  study 
of  economics,  but  the  meanings  which  are  associated  with  the 
other  points  of  view  reach  far  back  into  the  past  and  con- 
stitute a  significant  appeal  for  wide  catholicity  in  the  study  of 
the  usage  of  the  word.  With  the  exception  of  the  last  named 
of  these  modes  of  approach,  meaninp  of  value  may  be  derived 
in  each  case  that  are  valid  for  certain  problems. 

The  search  for  an  absolute  measure  of  value,  whether  in 
utility,  cost,  or  labor,  is  nearly,  if  not  entirely,  discredited  at 
the  present  day.  The  notion  of  a  normal  price  derived  from 
such  analysis  still  survives,  but  it  is  not  easy  to  be  certain  that 
the  notion  plays  any  very  significant  part  in  our  actual  think- 
ing. In  the  elementary  texts  it  appears  as  one  of  the  things 
that  a  begiimer  should  know  and  then  it  disappears.  It  is 
hard  to  avoid  the  feeling  that  the  whole  discussion  is  sterile. 
Much  of  the  old  analysis,  however,  assumes  a  significant 
place  in  the  discussion  of  the  process  of  valuation  and  be- 
comes exceedingly  important  in  the  reSstablishment  of  the 
mental  poise  so  rudely  shaken  by  the  aggressive  attack  of  the 
psychological  school. 
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Controversies  that  have  developed  out  of  the  analysis  of 
the  process  of  valuation,  and  the  amount  of  space  nec^sarily 
given  to  any  careful  description  of  the  process,  have  tended 
to  give  the  discussion  of  valuation  an  exaggerated  place  in  the 
general  theory  of  value.  The  purpose  that  lies  behind  a 
judgment  is  hardly  less  important  than  the  process  by  which 
the  judgment  is  reached,  and  yet  there  is  usually  littie  signi- 
ficant discussion  of  the  purpose  of  the  value  ju<^^ent.  The 
relative  importance  assigned  to  these  points  of  view  is  practi- 
cally the  decisive  factor  in  reaching  an  opinion  as  to  the  pre- 
ponderance of  individual  choices  or  social  purposes.  If  one 
feels  that  the  process  is  the  more  significant  basis  of  definition 
it  is  scarcely  possible  to  resist  the  conclusion  that  the  logical 
priority  of  subjective  elements  in  valuation  renders  them 
more  essential.  Even  if  an  objective  exchange  value  is  recog- 
nized, it  is  subordinated  to  the  notion  of  subjective  value, 
which  is  represented  as  more  essential.  The  opposite  view 
prevails  if  purpose  seems  more  important  than  process.  Value 
then  appears  to  be  primarily  "  a  power  in  motivation,'^  as 
Anderson  says;  a  means  of  codrdinating  activities  and  of 
adjusting  consumption  to  available  supplies.  It  becomes 
sipiificant  therefore  only  in  so  far  as  it  serves  as  a  check  upon 
individual  caprice  and  serves  definitely  as  a  form  of  collective 
pressure  upon  the  individual.  A  facile  writer  can  easily  make 
out  a  case  for  the  essential  importance  of  the  objective  pur- 
pose of  the  value  judgment.  Can  we  not  deplore  the  persist- 
ence of  controversy  between  subjectivists  and  objectivists  ? 
It  has  been  a  fruitiess  debate,  in  which  the  issues  have  never 
been  squarely  joined;  resulting,  nevertheless,  in  much  careful 
analysis  which  leads  to  complementary  rather  than  antago- 
nistic conclusions.  The  subjective  foundation  of  the  process 
of  valuation  does  not  in  any  respect  disprove  or  gainsay  the 
objective  significance  of  the  achieved  judgment. 

The  value  concept  has  one  other  aspect  which  is  perhaps 
derived  directiy  from  this  motivating  function  or  is  perhaps 
merely  a  kindred  notion :  the  value  judgment  is  thoui^t  of  as 
the  norm  or  standard  of  the  concrete  price  offers  of  daily  life. 
This  idea  appears  in  a  variety  of  distinct  forms,  and  because 
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of  the  impliBd  anAithflnB  with  current  priees  many  i 

ean  be  tnoed  to  this  aoforee.    The  idea  of  a  '^  jwi  ptioe  " 

tana  iqian  the  aosomptiiHi  of  the  poflnbiKt^  of  a  moie  peifeet 

eondataon  of  faetoiB  in  vahiatkm  than  IB  anient^ 

in  society.   The  notkm  of '' ncHmal  price '' is  httle  moie  than 

the  medieval  notion  in  a  new  gaib:  a  mate  refined  conception 

no  doubt,  but  in  eseential  features  the  same  idea.   Thediief 

difference  between  the  sdiohast  and  the  rhfniral  economist 

was  the  hitter's  faith  in  the  effectiveneaB  of  unfettefed 

competition. 

The  notion  described  by  Jev^ms  as  ''  the  perfect  price  " 
presents  a  distinctly  new  phase  of  the  nonnative  dements  in 
t)ie  value  conceit.  Hie  **  perfect  price  "  is  to  be  thoui^t  of 
in  a  moving  equilil»ium.  The  nonnal  price  must  needs  tnin 
upon  a  correlation  between  actual  prices  and  some  siqn 
posedly  essentia]  measure  of  value,  whether  utility,  cost,  or 
labor.  The  perfect  price  merely  implies  that  the  higgling 
of  the  market  takes  place  without  any  erms  <tf  judgment 
among  buyers  and  seUen  who  have  no  illusions  as  to  their 
wants  and  needs. 

Monetary  proUemSi  particulariy  changes  in  genenl  price 
level,  bring  up  one  more  normative  problem  —  that  of  the 
standard  of  deferred  payments  (dosely  akin  to  the  old  "dti- 
mate  standard  of  vdue")*  ^  tiiis  connection  the  necesaaiy 
abandonment  of  mon^  as  an  iatennediary  seems  to  give  us 
the  most  fundamental  meaning  of  value  and  the  most  specific 
antithesis  between  value  and  price. 

As  concrete  problems  <tf  usage  we  thus  have  the  following 
meaningH  associated  more  or  less  advisedly  with  the  word 
''  value  ":  exchange  relations  of  any  good  for  other  goods; 
the  perfect  price;  a  power  of  motivation;  a  process  <tf  valua- 
tion sometimes  described  as  a  process  of  "  price  making," 
sometimes  as  a  process  of  ''  vdue  determination,"  and  the 
obsolescent  notion  of  a  normal  price.  linguistic  difiraulties 
are  largdy  created  by  the  vague  line  of  demarcation  between 
price  and  value. 

The  ambiguities  in  the  usage  of  price  and  vdue  with  refer- 
nce  to  the  process  of  vdqation  can  certaidy  be  avoided,  as 
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Bome  distinction  can  surely  be  drawn  between  the  pure 
abstract  discussion  of  the  underlying  principles  of  the  process 
of  valuation  and  the  notably  di£Ferent  problems  of  actual 
marketing.  In  the  abstract  discussion,  perfect  competition  can 
be  assumed,  and  even  must  be.  It  is  of  more  moment  to  secure 
a  complete  description  of  the  various  factors  in  valuation 
than  to  measure  their  intensities.  In  the  actual  market,  the 
essential  task  is  precisely  this  judgment  of  relative  intensities; 
nothing  could  be  more  unreal  than  the  discussion  of  a  sup- 
posed market  in  which  all  the  facts  are  known  and  all  the 
traders  intelligent.  The  frequency  with  which  the  phrase 
price-making  or  its  equivalent  is  applied  to  purely  abstract 
discussbns  of  valuation  serves  to  conceal  the  incompleteness 
of  a  theory  of  valuation  which  does  not  even  endeavor  to  deal 
with  all  the  actualities  of  commercial  life. 

The  serious  confusion  between  value  and  price  seems  to 
arise  laigely  from  the  disposition  to  believe  that  any  exchange 
relation  expressed  in  terms  of  money  must  needs  be  some 
kind  of  price.  Hence,  the  persistent  use  of  '^  price  "  without 
any  qualifying  adjective  to  indicate  the  sense  of  '*  perfect 
price."  One  of  the  most  common  instances  of  this  usage 
occurs  in  the  supposed  axiom,  '^  in  a  given  market  at  a  given 
time  there  can  be  only  one  price."  The  most  cursory  inspec- 
tion of  a  ticker  or  of  the  produce  ^change  records  is  enough 
to  reveal  the  inaccuracy  of  expression,  and  few  texts  are  free 
from  ingenious  and  devious  attempts  to  evade  the  conclusion 
that  is  suggested  by  the  discrepancy.  The  readiest  solution 
of  all  these  difficulties  is  the  frank  use  of  "  value  "  to  describe 
the  idea  of  a  '*  perfect  price."  This  usage  can  be  defended 
both  on  logical  and  upon  historical  grounds.  Logically,  it  is 
merely  one  of  two  aspects  of  the  normative  meaning  of  value, 
and  each  of  the  two  meanings  has  its  legitimate  place.  The 
"  perfect  price  "  serves  as  the  standard  of  current  exchanges; 
whereas  the  idea  of  a  standardisation  with  reference  to  de- 
ferred payments  is  an  ^pression  of  the  need  of  a  "  perfect " 
monetary  system.  The  two  are  different  aspects  of  the  same 
idea  of  a  wholly  accurate  judgment  of  worth,  and  no  abstract 
reasoning  can  make  out  a  better  case  for  the  one  meaning 
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than  for  the  other.  Historically,  the  two  meaningB  have 
always  been  present  in  the  language  sinoe  the  fourteenth 
century.  Tho  the  references  cited  in  the  New  EngUsk  Dic- 
tionary leave  much  to  be  desired,  they  seem  to  show  a  catho- 
licity of  usage  among  other  writers  in  which  economists  mig^t 
easily  find  a  solution  of  many  of  their  own  difficulties. 

The  discoveries  of  new  content  in  old  concepts  inevitably 
results  in  a  temporary  narrowing  of  interests  and  not  inf le* 
quently  in  a  certain  loss  of  tolerance  for  interest  in  other 
aspects  of  the  concept.  The  advance  in  analysis  is  secured 
only  at  the  price  of  concentration  upon  special  aspects  of  the 
general  problem.  These  tendencies,  so  clear  in  religious  and 
phOosophical  literature,  are  scarcely  less  evident  in  the  rapid 
advance  of  economic  thought  in  the  past  century.  The 
specializations  of  interest  appear  in  every  part  of  the  field. 
The  probl^ns  of  capital  and  rent,  as  well  as  the  general  prob- 
lem of  value,  have  gained  from  these  enrichments  of  content, 
yet  at  the  expense  of  catholicity  of  view  and  tolerance  of  the 
aspects  of  tl^  general  problem  that  appeal  to  other  writers. 
It  is  hard  at  first  to  realize  that  the  new  thinking  supple- 
ments the  old  instead  of  supplanting  it.  When  one's  mind  is 
still  concentrated  on  one  particular  analytical  problem,  it  is 
hard  to  remember  that  the  other  fellow's  problem  is  likewise  a 
valid  problem.  But  now  that  the  intensity  of  controversy  is 
subsiding,  may  we  not  hope  for  a  new  kind  of  interest;  an 
interest  that  is  concerned  with  general  and  comprehensive 
statement  and  not  exclusively  devoted  to  iq)ecial  analysis  7 

Abboti  Patbon  Usher. 

COBNSLL  UNnrXBSITT. 
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volumes  of  Annals  have  been  published;  Circulars;  Silver  Prints  of  photoi^phs;  J 

Lantern  Slides. 

Publications  of  the  Museum,  of  Comparative  ZoSlogy.  Bulletins,  fifty-six  volumes; 
Memoirs,  fortjr  volumes,  —  have  been  published.  Others  are  in  course  of  publi- 
cation. For  price  list  apply  to  the  Director  of  the  Museum  of  Comparative  Zoology, 
Cambridge,  Mass.     (All  monographs.)  *  j 

Contributions  from  the  Zoological  Laboratory  of  the  Museum  of  Comparative  Zoology 

are  published  in  part  in  the  Bulletin  of  the  Museum,  in  part  dsewhere.     Two  j 

hundred  and  fifty-two  numbers  have  been  issued.    (Reimnts.)    For  information 
apply  to  Professor  E.  L.  Mabk,  Museum  of  Comparative  ZoGlogy,  Cambridge, 

Publications  of  the  Peabody  Museum  of  American  Archaeolofly  and  Eduology. 

Anaual  Reports,  forty-eight  numbers;   Archaeological  and  Bmnolodcal  Papers, 

eighteen  numbm;   Memoirs,  sixteen  numbers  published.    Special  PnbUcatioos.         , 

For  price  list  address  Pbabodt  Mubbxtm,  Cambndge,  Mass. 
Hie  Harvard  Theological  Review:    Edited  by  a  Committee  of  the  Faculty  of  the 

Harvard  Divinity  School.    Vols.  I-IX  have  been  published.    Subscription,  $2UX).  i 

Harvard  Theological  Studies.  Published  under  the  direction  of  the  Faculty  of  Divinity.  ^ 

Three  volumes  have  been  issued. 
Bulletin  of  the  Bussey  Institution.  Vols.  I  and  n  have  been  Issued.  Address  the  Buaorr         } 

Institution,  Jamaica  Plain,  Mass.  j 
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